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TUESDAY,  NOVEMBER  30,  1037 

House  of  Representatives. 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

The  committee  met  at  10:30  a.  m.,  Hon.  Henry  B.  Steagall  (chair- 
man) presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  Reilly,  Hancock,  Williams, 
Spence,  Meeks,  Ford  of  California,  Brown,  McKeough,  Evans, 
Transue,  Wolcott,  Fish,  Gifford,  Luce,  Crawford,  Gamble. 

The  Chairman.  The  committee  will  be  in  order. 

Gentlemen,  we  have  before  us  H.  R.  8520,  which  is  the  administra- 
tion housing  bill.  The  measure  was  explained  more  or  less  in  detail 
in  the  President's  message.  I  am  not  going  to  take  the  time  of  the 
committee  to  make  any  statement  myself  now. 

(H.  R.  8520  is  reproduced  below  in  full  as  follows:) 

[H.  R.  8520,  75th  Cong.,  2d  sess.] 
A  BILL  To  amend  the  National  Housing  Act,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  titles  I,  II,  III,  and  V  of  the  National  Housing 
Act,  as  amended,  be  further  amended  as  follows: 

Sec.  2.  Section  201  of  title  II  is  amended  by  striking  out  the  words  "As  used 
in  this  title"  and  inserting  in  lieu  thereof  the  words  "As  used  in  section  203  of  this 
title" ;  and  by  amending  subsection  (a)  of  such  section  to  read  as  follows: 

"(a)  The  term  'mortgage'  means  a  first  mortgage  on  real  estate,  in  fee  simple, 
or  on  a  leasehold  (1)  under  a  lease  for  not  less  than  ninety-nine  years  which  is 
renewable;  or  (2)  under  a  lease  having  a  period  of  not  less  than  fifty  years  to  run 
from  the  date  the  mortgage  was  executed,  and  the  term  'first  mortgage*  means 
such  classes  of  first  liens  as  are  commonly  given  to  secure  advances  on,  or  the 
unpaid  purchase  price  of,  real  estate,  under  the  laws  of  the  State,  district,  or 
Territory  in  which  the  real  estate  is  located,  together  with  the  credit  instruments, 
if  any,  secured  thereby." 

Sec.  3.  Section  201  of  title  II  is  further  amended  by  adding  thereto  the  follow- 
ing subsection  (c)  as  follows: 

"(c)  The  term  'maturity  date'  means  the  date  on  which  the  mortgage  would 
mature  if  paid  in  accordance  with  periodic  payments  provided  for  therein." 

Sec.  4.  Section  202  of  title  II  is  amended  by  inserting  immediately  following 
the  word  "title"  as  it  appears  first  in  said  section  the  words  "with  respect  to  mort- 
gages insured  under  section  203." 

Sec.  5.  Section  203  (a)  of  title  II  is  amended  to  read  as  follows: 

"Sec.  203.  (a)  The  Administrator  is  authorized,  upon  application  by  the 
mortgagee,  to  insure  as  hereinafter  provided  any  mortgage  offered  to  him  which  is 
eligible  for  insurance  as  hereinafter  provided,  and,  upon  such  terms  as  the  Ad- 
ministrator may  prescribe,  to  make  commitments  for  the  insuring  of  such  mort- 
gages prior  to  the  date  of  their  execution  or  disbursement  thereon:  Provided, 
That,  except  with  the  approval  of  the  President,  the  aggregate  outstanding  prin- 
cipal obligation  of  all  mortgages  insured  under  this  title  shall  at  no  time  exceed 
$2,000,000,000:  And  provided  further.  That  on  and  after  July  1,  1939,  no  mort- 
gages shall  be  eligible  for  insurance  under  this  title  except  mortgages  that  cover 
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propert}^  which  is  approved  for  mortgage  insurance  prior  to  the  completion  of  the 
construction  of  such  property,  or  covering  property  the  construction  of  which  was 
commenced  after  June  27,  1934;  except  that  this  proviso  shall  not  apply  to  any 
mortgage  on  property  which,  at  any  time,  has  been  covered  by  a  mortgage  in- 
sured by  the  Administrator." 

Sec.  6.  Subsection  (1)  of  section  203  (b)  of  title  II  is  amended  to  read  as 
follows: 

"(1)  Be  held  by  a  mortgagee  approved  by  the  Administrator  as  responsible  and 
able  to  service  the  mortgage  properly." 

Sec.  7.  Subsection  (2)  of  section  203  (b)  of  title  II  is  amended  to  read  as 
follows: 

"(2)  Involve  a  principal  obligation  (including  such  initial  service  charges, 
appraisal,  inspection,  and  other  fees  as  the  Administrator  shall  approve)  (A)  in  an 
amount  not  to  exceed  $16,000  and  not  to  exceed  80  per  centum  of  the  appraised 
value  (as  of  the  date  the  mortgage  is  accepted  for  insurance)  of  a  property  upon 
which  there  is  located  a  dwelling  or  dwellings  designed  principally  for  residential 
use  for  not  more  than  four  families  in  the  aggregate,  irrespective  of  whether  such 
dwelling  or  dwellings  have  a  party  wall  or  are  otherwise  physically  connected 
with  another  dwelling  or  dwellings,  except  (B)  as  to  mortgages  for  an  amount  not 
in  excess  of  $5,400  and  covering  such  dwelling  or  dwellings,  the  construction  of 
which  is  begun  after  the  enactment  of  this  Act,  the  principal  obligation  as  herein 
defined  may  be  in  an  amount  not  to  exceed  90  per  centum  of  the  appraised  value 
of  the  property  as  of  the  date  the  mortgage  is  accepted  for  insurance:  Provided, 
That  the  mortgagor  shall  be  the  owner  and  occupant  of  the  property  and  at  the 
time  of  the  insurance  shall  have  paid  on  account  of  the  property  at  least  10  per 
centum  of  the  appraised  value  in  cash  or  its  equivalent;  and  the  property  shall 
have  been  approved  for  mortgage  insurance  prior  to  the  beginning  of  the  con- 
struction of  such  dwelling  or  dweUings." 

Sec.  8.  Subsection  (3)  of  section  203  (b)  of  title  II  is  amended  to  read  as  follows: 

*'(3)  Have  a  maturity  satisfactory  to  the  Administrator,  but  not  to  exceed 
twenty  years  from  the  date  of  the  insurance  of  the  mortgage." 

Sec.  9.  The  first  sentence  of  section  203  (c)  of  title  II  is  amended  to  read  as 
follows: 

"(c)  The  Administrator  is  authorized  to  fix  a  premium  charge  for  the  insurance 
mortgages  under  this  section  which  in  no  case  shall  be  less  than  an  amount  equiva- 
lent to  one-half  of  1  per  centum  per  annum  nor  more  than  an  amount  equivalent 
to  1  per  centum  per  annum  of  the  amount  of  the  principal  obligation  outstanding 
at  any  time,  without  taking  into  account  delinquent  payments  or  prepayments, 
except  that  as  to  mortgages  described  in  paragraph  (B)  of  subsection  (2)  of  section 
203  (b)  the  premium  charge  may  be  one-fourth  of  1  per  centum  per  annum  on  such 
outstanding  principal.  Such  premiums  shall  be  payable  by  the  mortgagee  either 
in  cash  or  debentures  issued  by  the  Administrator  under  this  title,  at  par  plus 
accrued  interest,  in  such  manner  as  may  be  prescribed  by  the  Administrator: 
Provided,  That  the  Administrator  may  require  the  payment  of  one  or  more  such 
premiums  at  the  time  the  mortgage  is  insured  at  such  discount  rate  as  he  may 
prescribe  not  in  excess  of  the  interest  rate  specified  in  the  mortgage." 

The  last  sentence  of  said  section  is  amended  to  read  as  follows:  "In  the  event 
that  the  principal  obligation  of  any  mortgage  accepted  for  insurance  under  this 
section  is  paid  in  full  prior  to  the  maturity  date  specified  in  the  mortgage,  the 
Administrator  is  further  authorized  in  his  discretion  to  require  the  payment  by 
the  mortgagee  of  a  premium  charge  in  such  amount  as  the  Administrator  deter- 
mines to  be  equitable,  but  not  in  excess  of  the  aggregate  amount  of  the  premium 
charges  that  the  mortgagee  would  otherwise  have  been  required  to  pay  if  the 
mortgage  had  continued  to  be  insured  under  this  section  until  such  maturity  date; 
and  in  the  event  that  the  principal  obligation  is  paid  in  full  as  herein  set  'orth  and 
a  mortgage  for  a  similar  or  greater  term  and  amount  on  the  same  property  is 
accepted  for  insurance  at  the  time  for  such  payment,  the  Administrator  is  author- 
ized to  refund  to  the  mortgagee  all,  or  such  portion  as  he  shall  determine  to  be 
equitable,  of  the  current  unearned  annual  mortgage-insurance  premium  theretofore 
paid." 

Sec.  10.  Section  204  (a)  of  title  II  is  amended  to  read  as  follows: 

"Sec.  204.  (a)  In  any  case  in  which  the  mortgagee  under  a  mortgage  insured 
under  section  203  or  section  210  shall  have  forclosed  and  taken  possession  of  the 
mortgaged  property  in  accordance  with  regulations  of,  and  within  a  period  to 
be  determined  by,  the  Administrator,  or  shall,  with  the  consent  of  the  Adminis- 
trator, have  otherwise  acquired  such  property  from  the  mortgagor  after  default, 
the  mortgagee,  upon  (1)  the  prompt  conveyance  to  the  Administrator  of  such 
title  to  the  property  as  meets  the  requirements  of  rules  and  regulations  of  the 


Administrator  in  force  at  the  time  the  mortgage  was  insured  and  evidenced  in 
such  manner  as  may  be  prescribed  by  such  rules  and  regulations,  and  (2)  the 
assignment  to  him  of  all  claims  of  the  mortgagee  against  the  mortgagor  or  others, 
arising  out  of  the  mortgage  transaction  or  foreclosure  proceedings,  except  such 
claims  as  may  have  been  released  with  the  consent  of  the  Administrator,  shall  be 
entitled  to  receive  the  benefit  of  the  insurance  as  hereinafter  provided.  Upon 
such  conveyance  and  assignment  the  obligation  of  the  mortgagee  to  pay  the 
premium  charges  for  insurance  shall  cease  and  the  Administrator  shall,  subject 
to  the  cash  adjustment  hereinafter  provided,  issue  to  the  mortgagee  debentures 
having  a  total  face  value  equal  to  the  value  of  the  mortgage  as  hereinafter  defined 
and  a  certificate  of  claim,  as  hereinafter  provided.  For  the  purposes  of  this  sub- 
section, the  value  of  the  mortgage  shall  be  determined,  in  accordance  with  rules 
and  regulations  prescribed  by  the  Administrator,  by  adding  to  the  amount  of 
the  original  principal  of  the  mortgage  which  was  unpaid  on  the  date  of  the  insti- 
tution of  foreclosure  proceedings,  or  the  acquisition  of  the  property  otherwise 
after  default,  the  amount  of  all  payments  which  have  been  made  by  the  mortgagee 
for  taxes,  special  assessments,  and  water  rates  which  are  liens  prior  to  the  mort- 
gage, insurance  on  the  property  mortgaged  and  any  mortgage  insurance  premiums 
paid  after  the  institution  of  foreclosure  proceedings  or  the  acquisition  of  the 
property  otherwise  after  default  and  by  deducting  from  such  total  any  net  amount 
received  on  account  of  the  mortgage  after  the  institution  of  foreclosure  proceed- 
ings or  the  acquisition  of  the  property  otherwise  after  default  and  from  any  source 
relating  to  the  property  on  account  of  rent  or  other  income  after  deducting 
reasonable  expenses  incurred  in  handling  the  property  between  such  dates. 

"The  Administrator  may  at  any  time,  under  such  terms  and  conditions  as  he 
may  prescribe,  consent  to  the  release  of  the  mortgagor  from  his  liability  under  the 
mortgage  or  the  credit  instrument  secured  thereby,  or  consent  to  the  release  of 
parts  of  the  mortgaged  property  from  the  lien  of  the  mortgage. 

"In  the  event  a  mortgage  becomes  in  default  and  such  default  is  cured  and  the 
mortgage  is  reinstated  by  payments  thereon  equal  to  the  amounts  in  default,  the 
mortgage  insurance  provided  by  this  Act  shall  continue  as  though  no  default  had 
occurred. 

"Debentures  issued  under  this  section  shall  be  in  such  form  and  denominations 
in  multiples  of  $50  and  subject  to  such  terms  and  conditions  and  shall  include 
such  provisions  for  redemption,  if  any,  as  may  be  prescribed  by  the  Administrator 
with  the  approval  of  the  Secretary  of  the  Treasury  and  may  be  in  coupon  or 
registered  form.  Any  difference  between  the  value  of  the  mortgage  determined  as 
herein  provided  and  the  aggregate  face  value  of  the  debentures  issued,  not  to 
•exceed  $50,  shall  be  adjusted  by  the  payment  by  the  Administrator  of  cash  from 
the  fund  as  to  mortgages  insured  under  section  203  and  from  the  housing  fund  as 
to  mortgages  insured  under  section  210." 

Sec.  11.  Section  204  (b)  of  title  II  is  amended  to  read  as  follows: 

"(b)  The  debentures  issued  under  this  section  to  any  mortgagee  shaU  be  exe- 
cuted in  the  name  of  the  Mutual  Mortgage  Insurance  Fund  as  obligor  and  signed 
by  the  Administrator  by  either  his  written  or  engraved  signature,  and  shall  be 
negotiable.  They  shall  be  dated  as  of  the  date  foreclosure  proceedings  were 
instituted,  or  the  property  was  otherwise  acquired  by  the  mortgagee  after  default, 
and  shall  bear  interest  from  such  date  at  a  rate  determined  by  the  Administrator 
at  the  time  the  mortgage  was  offered  for  insurance,  but  not  to  exceed  3  per  centum 
per  annum,  payable  semiannually  on  the  1st  day  of  January  and  the  1st  day  of 
July  of  each  year,  and  shall  mature  three  years  after  the  1st  day  of  July  following 
the  maturity  date  of  the  mortgage  on  the  property  in  exchange  for  Which  the 
debentures  were  issued.  Such  debentures  as  are  issued  in  exchange  for  property 
covered  by  mortgages  insured  after  the  effective  date  of  this  amendment  shall  not 
be  exempt  from  taxation,  shall  be  paid  out  of  the  fund  which  shall  be  primarily 
hable  therefor,  and  shall  be  fully  and  unconditionally  guaranteed  as  to  principal 
and  interest  by  the  United  States  and  such  guaranty  shall  be  expressed  on  the 
face  of  the  debentures.  In  the  event  that  the  fund  fails  to  pay  upon  demand, 
when  due,  the  principal  of  or  interest  on  any  debentures  so  guaranteed,  the 
Secretary  of  the  Treasury  shall  pay  to  the  holders  the  amount  thereof  which  is 
hereby  authorized  to  be  appropriated,  out  of  any  money  in  the  Treasury  not 
otherwise  appropriated,  and  thereupon  to  the  extent  of  the  amount  so  paid  the 
Secretary  of  the  Treasury  shall  succeed  to  all  the  rights  of  the  holders  of  such 
debentures.  Mortgagees  of  mortgages  accepted  for  insurance  prior  to  this  amend- 
ment shall  be  entitled  to  receive  cash  adjustments  and  debentures  issued  in 
accordance  with  this  section  as  hereby  amended." 
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Sec.  12.  Section  204  (c)  of  title  II  is  amended  to  read  as  follows: 
"(c)  The  certificate  of  claim  issued  by  the  Administrator  to  any  mortgagee 
shall  be  for  such  an  amount  as  the  Administrator  determines  to  be  sufficient  to 
equal  the  difference  between  the  aggregate  face  value  of  the  debentures  issued 
to  the  mortgagee  plus  the  cash  adjustment  provided  for  in  subsection  (a)  of  this 
section  and  the  amount  which  the  mortgagee  would  have  received  if,  at  the  time 
of  the  acquisition  of  the  title  by  the  mortgagee  in  accordance  with  subsection 
(a)  of  this  section,  all  obligations  of  the  mortgagor  based  on  the  mortgage  in- 
debtedness had  been  discharged  in  full,  including  a  reasonable  amount  for  necessary 
expenses  incurred  by  the  mortgagee  in  connection  with  the  foreclosure  proceedings, 
or  the  acquisition  of  the  mortgaged  property  otherwise,  and  the  conveyance 
thereof  to  the  Administrator.  Each  such  certificate  of  claim  shall  provide  that 
there  shall  accrue  to  the  holder  of  such  certificate  with  respect  to  the  face  amount 
of  such  certificate,  an  increment  at  the  rate  of  3  per  centum  per  annum  which 
shall  not  be  compounded.  The  amount  to  which  the  holder  of  any  such  certificate 
shaU  be  entitled  shall  be  determined  as  provided  in  subsection  (d)  of  this  section." 
Sec.  13.  The  first  sentence  of  section  204  (d)  of  title  II  is  amended  to  read  as 
follows: 

"(d)  If  the  net  amount  realized  from  any  property  conveyed  to  the  Adminis- 
trator under  this  section  and  the  claims  assignedthere  with,  after  deducting  all 
expenses  incurred  by  the  Administrator  in  handling,  dealing  with,  and  disposing 
of  such  property  and  in  collecting  such  claims,  exceeds  the  face  amount  of  the 
debentures  issued  and  cash  paid  in  exchange  for  such  property  plus  all  interest 
paid  on  such  debentures,  such  excess  shall  be  divided  as  follows:". 
Sec.  14.  Section  204  (e)  of  title  II  is  amended  to  read  as  follows: 
"(e)  Notwitlistanding  any  other  provision  of  law  relating  to  the  acquisition, 
handling,  or  disposal  of  real  property  by  the  United  States,  the  Administrator 
shall  have  power  to  deal  with,  complete,  rent,  renovate,  modernize,  insure,  or  sell 
for  cash  or  credit,  in  his  discretion,  any  properties  conveyed  to  him  in  exchange 
for  debentures  and  certificates  of  claim  as  provided  in  this  section;  and  notwith- 
standing any  other  provision  of  law,  the  Administrator  shall  also  have  power  to 
pursue  to  final  collection,  by  way  of  compromise  or  otherwise,  all  claims  against 
mortgagors  assigned  by  mortgagees  to  the  Administrator  as  provided  in  this 
section:  Provided,  That  section  3709  of  the  Revised  Statutes  shall  not  be  con- 
strued to  apply  to  any  purchase  or  service  on  account  of  such  property." 
Sec.  15.  Section  205  (a)  of  title  II  is  amended  to  read  as  follows: 
"(a)  Mortgages  accepted  for  insurance  under  section  203  shall  be  classified  into 
groups  in  accordance  with  sound  actuarial  practice  an  1  risk  characteristics.  Pre- 
mium charges,  appraisal  and  other  fees  received  for  the  insurance  of  any  such 
mortgage,  the  receipts  derived  from  the  property  covered  by  the  mortgage  and 
claims  assigned  to  the  Administrator  in  connection  therewith  and  all  earnings  on 
the  assets  of  the  group  account  shall  be  credited  to  the  account  of  the  group  to 
which  the  mortgage  is  assigned.  The  principal  of  and  interest  paid  and  to  be  paid 
on  debentures  issued  in  exchange  for  property  conveyed  to  the  Administrator 
under  section  204  in  connection  with  mortgages  insured  under  section  203,  pay- 
ments made  or  to  be  made  to  the  mortgagee  and  the  mortgagor  as  provided  in  said 
section,  and  expenses  incurred  in  the  handling  of  the  property  covered  by  the  mort- 
gage and  in  the  collection  of  claims  assigned  to  the  Administrator  in  connection 
therewith,  shall  be  charged  to  the  account  of  the  group  to  which  such  mortgage  is 
assigned." 

Sec.  16.  Section  205  (b)  of  title  II  is  amended  by  inserting  immediately  after 
the  word  "title"  in  the  second  sentence  thereof  the  words  "with  respect  to  mort- 
gages insured  under  section  203." 

Sec.  17.  Section  205  (c)  of  title  II  is  amended  to  read  as  follows: 

"The  Administrator  shall  terminate  the  insurance  as  to  any  group  of  mortgages 

(a)  when  he  shall  determine  that  the  amounts  to  be  distributed  as  hereinafter 
set  forth  to  each  mortgagee  under  an  outstanding  mortgage  assigned  to  such 
group  are  sufficient  to  pay  off  the  unpaid  principal  of  each  such  mortgage,  or 

(b)  when  all  the  outstanding  mortgages  in  any  group  have  been  paid.  Upon  such 
termination  the  Administrator  shall  charge  the  group  account  with  the  estimated 
losses  arising  from  transactions  relating  to  that  group,  shall  transfer  to  the  Greneral 
Reinsurance  Account  an  amount  equal  to  10  per  centum  of  the  total  premium 
charges  theretofore  credited  to  such  group  account,  and  shall  distribute  to  the 
mortgagees  for  the  benefit  and  account  of  the  mortgagors  of  the  mortgages 
assigned  to  such  group  the  balance  remaining  in  such  group  in  such  proportions 
as  may  be  equitable  as  among  such  mortgages  and  in  accordance  with  sound 
actuarial  and  accountiiig  practice." 
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Sec.  18.  Section  205  (d)  of  title  II  is  hereby  repealed. 
Sec.  19.  Section  205  (e)  of  title  II  is  amended  to  read  as  follows: 
"No  mortgagor  or  mortgagee  of  any  mortgage  insured  under  section  203  shall 
have  any  vested  right  in  a  credit  balance  in  any  such  account,  or  be  subject  to  any 
liability  arising  out  of  the  mutuality  of  the  fund,  and  the  determination  of  the 
Administrator  as  to  the  amount  to  be  paid  by  him  to  any  mortgagee  or  mortgagor 
shall  be  final  and  conclusive." 

Sec.  20.  Section  205  (f)  of  title  II  is  amended  to  read  as  follows: 
"  (f )  In  the  event  that  any  mortgagee  under  a  mortgage  insured  under  section 
203  shall  create  or  sell  partial  interests  therein,  except  upon  such  conditions  and 
restrictions  as  the  Administrator  shall  prescribe,  or  forecloses  on  the  mortgaged 
property  but  does  not  convey  such  property  to  the  Administrator  in  accordance 
with  section  204,  or  in  the  event  that  the  mortgagor  pays  the  obligation  under  the 
mortgage  in  full  prior  to  the  maturity  thereof  and  the  Administrator  is  given  due 
notice  of  such  payment,  the  obligation  to  pay  the  annual  premium  charge  for 
insurance  shall  cease  and  all  rights  of  the  mortgagee  and  the  mortgagor  under 
section  204  shall  terminate.  Upon  such  termination  the  mortgagor  shall  be 
entitled  to  receive  a  share  of  the  credit  balance  allocated  to  such  mortgage  under 
section  205  (a)  in  such  amount  as  the  Administrator  shall  determine  to  be  equit- 
able and  not  inconsistent  with  the  solvency  of  the  group  account  and  of  the  fund." 
Sec.  21.  Section  206  of  title  II  is  amended  to  read  as  follows: 
"Sec.  206.  Moneys  in  the  fund  not  needed  for  the  current  operations  of  the 
Federal  Housing  Administration  shall  be  deposited  with  the  Treasurer  of  the 
United  States  to  the  credit  of  the  fund,  or  invested  in  bonds  or  other  obligations  of, 
or  guaranteed  as  to  principal  and  interest  by,  the  United  States.  The  Adminis- 
trator may,  with  the  approval  of  the  Secretary  of  the  Treasury,  purchase  in  the 
open  market  debentures  issued  under  the  provisions  of  section  204.  Such  pur- 
chases shall  be  made  at  a  price  which  will  provide  an  investment  yield  of  not  less 
than  the  yield  obtainable  from  other  investments  authorized  by  this  section. 
Debentures  so  purchased  shall  be  canceled  and  not  reissued,  and  the  several 
group  accounts  to  which  such  debentures  have  been  charged  shall  be  charged 
with  the  amounts  used  in  making  such  purchases." 
Sec.  22.  Section  207  of  title  II  is  hereby  amended  to  read  as  follows: 
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"Sec.  207.  (a)  As  used  in  this  section — 

"(1)  The  term  'mortgage'  means  a  first  mortgage  on  real  estate  in  fee  simple, 
or  on  the  interest  of  either  the  lessoi  or  lessee  thereof  (1)  under  a  lease  for  not 
less  than  ninety-nine  years  which  is  renewable  or  (2)  under  a  lease  having  a 
period  of  not  less  tlian  fifty  years  to  run  from  the  date  the  mortgage  was  executed, 
upon  which  tl^ere  is  located  or  upon  which  there  is  to  be  constructed  a  building 
or  buildings  designed  principally  for  residential  use,  and  the  term  'first  mortgage' 
means  such  classes  of  first  liens  as  are  commonly  given  to  secure  advances  (in- 
cluding but  not  being  limited  to  advances  during  construction)  on  or  the  unpaid 
purchase  price  of  real  estate  under  the  laws  of  the  State,  district,  or  territory  in 
which  the  real  estate  is  located,  together  with  the  credit  instrument  or  instru- 
ments, if  any,  secured  thereby,  and  may  be  in  the  form  of  trust  mortgages  or 
naortgage  indentures  or  deeds  of  trust  securing  notes,  bonds,  or  other  credit 
instruments. 

.  "(2)  The  term  'mortgagee'  means  the  original  lender  under  a  mortgage,  and 
its  successors  and  assigns,  and  includes  the  holders  of  credit  instruments  issued 
under  a  trust  mortgage  or  deed  of  trust  pursuant  to  which  such  holders  act  by 
and  through  a  trustee  therein  named. 

"(3)  The  term  'mortgagor'  means  the  original  borrower  under  a  mortgage  and 
its  successors  and  assigns. 

"(4)  The  term  'maturity  date'  means  the  date  on  which"  the  mortgage  would 
mature  if  paid  in  accordance  with  the  periodic  payments  provided  for  therein. 

"(5)  The  term  'slum  or  blighted  area'  means  any  area  where  dwellings  pre- 
dominate which,  by  reason  of  dilapidation,  overcrowding,  faulty  arrangement  or 
design,  lack  of  ventilation,  light  or  sanitation  facilities,  or  any  combination  of 
these  factors,  are  detrimental  to  safety,  health,  or  morals. 

"(6)  The  term  'rental  housing'  means  housing  the  occupancy  of  which  is 
permitted  by  the  owner  thereof  in  consideration  of  the  payment  of  agreed  charges, 
whether  or  not,  by  the  terms  of  the  agreement,  such  payment  over  a  period  of 
time  will  entitle  the  occupant  to  the  ownership  of  the  premises. 
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"(b)  In  addition  to  mortgages  insured  under  section  203  the  Administrator  is 
authorized  to  insure  mortgages  as  defined  in  this  section,  which  shall  include 
advances  thereon  during  construction,  which  shall  cover  property  held  by — 

"(1)  Federal  or  State  instrumentalities,  municipal  corporate  instrumentalities 
of  one  or  more  States,  or  limited  dividend  corporations  formed  under  and  restricted 
by  Federal  or  State  housing  laws  as  to  rente,  charges,  capital  structure,  rate  of 
return,  or  methods  of  operation;  or 

"(2)  private  corporations',  associations,  or  trusts  formed  or  created  for  the 
purpose  of  (a)  rehabilitating  slum  or  blighted  areas,  or  (b)  providing  housing  for 
rent  or  sale,  and  possessing  powers  necessary  therefor  and  incidental  thereto,  and 
which  corporations,  associations,  or  trusts,  until  the  termination  of  all  obligations 
of  the  Administrator  under  such  insurance,  are  regulated  or  restricted  by  the 
Administrator  as  to  rents  or  sales,  charges,  capital  structure,  rate  of  return,  and 
methods  of  operation  to  such  extent  and  in  such  manner  as  to  protect  the  housing 
fund  hereinafter  created.  The  Administrator  may  make  such  contracts  with, 
and  acquire  for  not  to  exceed  $100  such  stock  in,  any  such  corporation,  association, 
or  trust  as  he  may  deem  necessary  to  render  eflfective  such  restriction  or  regulation. 
Such  stock  shall  be  paid  for  out  of  such  housing  fund,  and  shall  be  redeemed  by 
the  corporation,  association,  or  trust  as  par  upon  the  termination  of  all  obligations 
of  the  Administrator  under  the  insurance. 

"To  be  eligible  for  insurance  under  this  section  a  mortgage  on  any  property  or 
project  shall  involve  a  principal  obligation  not  to  exceed  $5,000,000  and  not 
(except  as  to  mortgages  on  prop>erty  of  mortgagors  mentioned  in  paragraph  (1) 
of  this  subsection)  to  exceed  80  per  centum  of  the  amount  which  the  Adminis- 
trator estimates  will  be  the  value  of  the  property  or  project  when  the  proposed 
improvements  are  completed,  and  such  part  thereof  as  may  be  attributable  to 
dwelling  use  shaU  not  exceed  $1,200  per  room,  and  the  mortgage  shall  provide 
for  complete  amortization  by  periodic  payments  within  such  term  as  the  Admin- 
istrator shall  prescribe.  The  Administrator  may  consent  to  the  release  of  a  part 
or  parts  of  the  mortgaged  property  from  the  lien  of  the  mortgage  upon  such 
terms  and  conditions  as  he  may  prescribe  and  the  mortgage  may  provide  for  such 
release.  No  mortgage  shall  be  accepted  for  insurance  under  this  section  unless 
the  Administrator  finds  that  the  relation  of  the  property  or  project  to  its  immedi- 
ate environment  and  to  the  entire  community  in  which  it  is  to  be  located;  suit- 
ability of  the  site;  suitability  of  the  site  plan  and  building  plans;  the  relation 
between  the  principal  amount  of  the  mortgage  and  the  value  of  the  property  or 
project;  the  relation  between  debt  requirements  and  estimated  earning  capacity 
of  the  property  or  project;  and  the  sufficiency  and  character  of  the  proposed 
equity  are  such  that  the  property  or  project,  with  respect  to  which  the  mortgage 
is  executed,  is  economically  sound. 

"(c)  The  Administrator  shall  collect  a  premium  charge  for  the  insurance  of 
mortgages  under  this  section  which  shall  be  payable  annually  in  advance  by  the 
mortgagee  in  cash  or  in  debentures  issued  by  the  Administrator  under  this  title 
at  par  plus  accrued  interest  and  which  premium  charge  shall  be  in  such  an  amount 
as  the  Administrator  shall  prescribe.  In  addition  to  the  premium  charge  herein 
provided  for,  the  Administrator  is  authorized  to  charge  and  collect  such  amounts 
as  he  may  deem  reasonable  for  the  appraisal  of  a  property  or  project  offered  for 
insurance  and  for  the  inspection  of  such  property  or  project  during  construction: 
Provided  J  That  such  charges  for  appraisal  and  inspection  shall  not  aggregate  more 
than  one-half  of  1  per  centum  of  the  original  principal  face  amount  of  the  mortgage. 

"(d)  In  the  event  that  the  principal  obligation  of  any  mortgage  accepted  for 
insurance  under  this  section  is  paid  in  full  prior  to  the  maturity  date  specified  in 
the  mortgage,  the  Administrator  is  authorized  in  his  discretion  to  require  the 
payment  by  the  mortgagee  of  a  premium  charge  in  such  amount  as  the  Adminis- 
trator determines  to  be  equitable,  but  not  in  excess  of  the  aggregate  amount  of 
the  premium  charges  .that  the  mortgagee  would  otherwise  have  been  required  to 
pay  if  the  mortgage  had  continued  to  be  insured  until  such  maturity  date. 

"(e)  There  is  hereby  created  a  housing  insurance  fund  (herein  referred  to  as  the 
'housing  fund')  which  shall  be  used  by  the  Administrator  as  a  revolving  fund  for 
carrying  out  the  provisions  of  this  section  and  section  210  as  herein  and  in  said 
section  210  provided,  and  the  Administrator  is  hereby  directed  to  transfer  im- 
inediately  to  such  housing  fund  the  sum  of  $1,000,000  from  the  fund  now  held  by 
him  arising  from  appraisal  fees  heretofore  collected  by  him.  General  expenses 
of  operations  of  the  Federal  Housing  Administration  under  this  section  and 
section  210  may  be  charged  to  the  housing  fund. 

"(f)  The  failure  of  the  mortgagor  to  make  any  payment  due  under  or  provided 
to  be  paid  by  the  terms  of  such  mortgage  shall  be  considered  a  default  under  such 
mortgage  and,  if  such  default  continues  for  a  period  of  thirty  days,  the  mortgagee 


shall  be  entitled  to  receive  the  benefits  of  the  insurance  as  hereinafter  provided, 
upon  assignment,  transfer,  and  delivery  to  the  Administrator,  within  a  period 
and  in  accordance  with  rules  and  regulations  to  be  prescribed  by  the  Adminis- 
trator of  (1)  all  rights  and  interests  arising  under  the  mortgage  so  in  default; 
(2)  all  claims  of  the  mortgagee  against  the  mortgagor  or  others,  arising  out  of  the 
mortgage  transaction;  (3)  all  policies  of  title  or  otber  insurance  or  surety  bonds  or 
other  guaranties  and  any  and  all  claims  thereunder;  (4)  any  balance  of  the  mort- 
gage loan  not  advanced  to  the  mortgagor;  (5)  any  cash  or  property  held  by  the 
mortgagee  or  to  which  it  is  entitled,  as  deposits  made  for  the  account  of  the  mort- 
gagor and  which  have  not  been  applied  in  reduction  of  the  principal  of  the  mortgage 
indebtedness;  and  (6)  all  records,  documents,  books,  papers,  and  accounts  relating 
to  the  mortgage  transaction.  Upon  such  assignment,  transfer,  and  dehvery  the 
obligation  of  the  mortgagee  to  pay  the  premium  charges  for  mortgage  insurance 
shall  cease,  and  the  Administrator  shall,  subject  to  the  adjustment  provided  for  in 
subparagraph  (h),  issue  to  the  mortgagee  debentures  having  a  total  face  value 
equal  to  the  original  principal  face  amount  of  the  mortgage  plus  such  amount  as  the 
mortgagee  may  have  paid  for  (1)  taxes,  special  assessments,  and  water  rates,  which 
are  liens  prior  to  the  mortgage;  (2)  insurance  on  the  property;  and  (3)  reasonable 
expenses  for  the  preservation  of  the  property,  less  such  principal  amount  as  has 
been  repaid  by  the  mortgagor  and  any  net  income  received  by  the  mortgagee  from 
the  property  as  of  the  date  of  such  assignment,  transfer,  and  delivery. 

"(g)  Debentures  issued  under  this  section  shall  be  executed  in  the  name  of  the 
housing  fund  as  obligor  and  signed  by  the  Administrator,  by  either  his  written  or 
engraved  signature,  and  shall  be  negotiable.  They  shall  bear  interest  at  a  rate 
determined  by  the  Administrator  at  the  time  the  mortgage  was  insured,  but  not 
to  exceed  3  per  centum  per  annum  payable  semiannually  on  the  1st  day  of  January 
and  the  1st  day  of  July  of  each  year,  and  shall  mature  three  years  after  the  1st 
day  of  July  following  the  maturity  date  of  the  mortgage  in  exchange  for  which 
the  debentures  were  issued.  Such  debentures  as  are  issued  in  exchange  for  prop- 
erty covered  by  mortgages  insured  after  the  effective  date  of  this  amendment  shall 
not  be  exempt  from  taxation,  shall  be  paid  out  of  the  housing  fund  which  shall  be 
primarily  liable  therefor,  and  shall  be  fully  and  unconditionally  guaranteed  as  to 
principal  and  interest  by  the  United  States  and  such  guaranty  shall  be  expressed 
on  the  face  of  the  debentures.  In  the  event  the  housing  fund  fails  to  pay  upon 
demand,  when  due,  the  principal  of  or  interest  on  any  debentures  so  guaranteed, 
the  Secretary  of  the  Treasury  shall  pay  to  the  holders  the  amount  thereof  which  is 
hereby  authorized  to  be  appropriated,  out  of  any  money  in  the  Treasury  not  other- 
wise appropriated,  and  thereupon,  to  the  extent  of  the  amount  so  paid,  the  Secre- 
tary of  the  Treasury  shall  succeed  to  all  the  rights  of  the  holders  of  such  debentures. 
Mortgagees  of  mortgages  accepted  for  insurance  prior  to  this  amendment  shall  be 
entitled  to  receive  cash  adjustments  and  debentures  issued  in  accordance  with  this 
section  207  as  hereby  amended. 

"(h)  Debentures  issued  under  this  section  shall  be  in  such  form  and  denomina- 
tions in  multiples  of  $50  and  subject  to  such  terms  and  conditions  and  shall  include 
such  provision  for  redemption,  if  any,  as  may  be  prescribed  by  the  Administrator 
with  the  approval  of  the  Secretary  of  the  Treasury,  and  may  be  in  coupon  or 
registered  form.  Any  difference  between  the  amount  of  debentures  to  which  the 
mortgagee  is  entitled  under  this  section,  and  the  aggregate  face  value  of  the 
debentures  issued,  not  to  exceed  $50,  shall  be  adjusted  by  the  payment  by  the 
Administrator  of  cash  from  the  housing  fund. 

"(i)  The  Administrator  is  herby  authorized  either  to  (1)  acquire  possession  of 
and  title  to  any  property,  covered  by  a  mortgage  insured  under  this  section  and 
assigned  to  him,  by  voluntary  conveyance  in  extinguishment  of  the  mortgfl,ge 
indebtedness,  or  (2)  institute  proceedings  for  the  foreclosure  of  such  a  mortgage 
and  prosecute  such  proceedings  to  conclusion.  The  Administrator  shall  so  acquire 
possession  of  and  title  to  the  property  by  voluntary  conveyance  or  institute  fore- 
closure proceedings  as  provided  in  this  section  within  one  year  from  the  date  on 
which  any  such  mortgage  becomes  in  default  under  its  terms  or  under  the  regula- 
tions prescribed  by  the  Administrator:  Provided,  That  the  foregoing  shall  not  be 
construed  in  any  manner  to  limit  the  power  of  the  Administrator  to  foreclose  after 
the  expiration  of  such  period,  or  the  right  of  the  mortgagor  to  reinstate  the  mort- 
gage by  the  payment,  prior  to  the  expiration  of  such  period,  of  all  delinquencies 
thereunder.  The  Administrator  at  any  sale  under  foreclosure  may,  in  his  discre- 
tion, for  the  protection  of  the  housing  fund,  bid  any  sum  up  to  but  not  in  excess  of 
the  total  unpaid  indebtedness  secured  by  the  mortgage,  plus  taxes,  insurance, 
foreclosure  costs,  fees,  and  other  expenses,  and  may  become  the  purchaser  of  the 
property  at  such  sale.  The  Administrator  is  authorized  to  pay  from  the  housing 
fund  such  sums  as  may  be  necessary  to  defray  such  taxes,  insurance,  costs,  fees, 
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and  other  expenses  in  connection  with  the  acquisition  or  foreclosure  of  property 
under  this  section.  Pending  such  acquisition  by  voluntary  conveyance  or  by 
foreclosure,  the  Administrator  is  authorized,  with  respect  to  any  mortgage  assigned 
to  him  under  the  provisions  of  subsection  (f) ,  to  exercise  all  the  rights  of  a  mortgagee 
under  such  mortgage  and  to  take  any  action  and  advance  such  sums  as  may  be 
necessary  to  preserve  or  protect  the  lien  of  such  mortgage. 

"(J)  Notwithstanding  any  other  provisions  of  law  relating  to  the  acquisition, 
handling,  or  disposal  of  real  and  other  property  by  the  United  States,  the  Admin- 
istrator shall  also  have  power,  for  the  protection  of  the  interests  of  the  housing 
fund,  to  pay  out  of  the  housing  fund  all  expenses  or  charges  in  connection  with, 
and  to  deal  with,  complete,  reconstruct,  rent,  renovate,  modernize,  insure,  make 
contracts  for  the  management  of,  or  establish  suitable  agencies  for  the  manage- 
ment of,  or  sell  for  cash  or  credit  or  lease  in  his  discretion,  any  property  acquired 
by  him  under  this  section;  and  notwithstanding  any  other  provision  of  law,  the 
Administrator  shall  also  have  power  to  pursue  to  final  collection  by  way  of  com- 
promise or  otherwise  all  claims  assigned  and  transferred  to  him  in  connection  with 
the  assignment,  transfer,  and/or  delivery  provided  for  in  this  section,  and  at  any 
time,  upon  default,  to  foreclose  anv  mortgage  assigned  and  transferred  to  or  held 
by  him:  Provided,  That  section  3709  of  the  Revised  Statutes  shall  not  be  construed 
to  apply  to  any  purchase  or  service  on  account  of  such  property. 

"(k)  Premium  charges,  appraisal  and  other  fees,  received  for  the  insurance  of 
anv  mortgage  insured  under  this  section  or  section  210,  the  receipts  derived 
from  any  such  mortgage  or  claim  assigned  to  the  Administrator  and  from  any 
property  acquired  bv  the  Administrator  and  all  earnings  on  the  assets  of  the  hous- 
ing fund  shall  be  cre'dited  to  the  housing  fund.  The  principal  of  and  interest  paid 
and  to  be  paid  on  debentures  issued  in  exchange  for  any  mortgage  or  property 
insured  under  this  section  or  section  210,  cash  adjustments,  and  expenses  incurred 
in  the  handling  of  such  mortgages  or  property  and  in  the  foreclosure  and  collection 
of  mortgages  and  claims  assigned  to  the  Administrator  shall  be  charged  to  the 
housing  fund. 

"(1)  In  the  event  that  a  mortgage  insured  under  this  section  becomes  m 
default  through  failure  of  the  mortgagor  to  make  any  payment  due  under  or 
provided  to  be  paid  by  the  terms  of  the  mortgage  and  such  mortgage  continues  m 
default  for  a  period  of  thirty  days,  but  the  mortgagee  does  not  assign  and  transfer 
such  mortgage,  and  the  credit  instrument  secured  thereby,  to  the  Administrator 
in  accordance  with  subsection  (f),  or  in  the  event  that  the  mortgagor  pays  the 
obligation  under  the  mortgage  in  full  prior  to  the  maturity  theieof  and  written 
notice  thereof  is  given  to  the  Administrator,  or  in  the  event  the  mortgagee  shall 
create  or  sell  partial  interests  therein  except  upon  such  conditions  and  restrictions 
as  the  Administrator  shall  prescribe,  the  obligation  to  pay  the  annual  mortgage 
insurance  premium  shall  cease,  and  all  rights  of  the  mortgagee  under  this  section 
shall  likewise  terminate. 

"(m)  Monevs  in  the  housing  fund  not  needed  for  current  operations  of  this 
section  and  section  210  shall  be  deposited  with  the  Treasurer  of  the  United  States 
to  the  credit  of  the  housing  fund,  or  invested  in  bonds  or  other  obligations  of,  or 
guarantee  as  to  principal  and  interest  by,  the  United  States.  The  Administrator 
may,  with  the  approval  of  the  Secretary  of  the  Treasury,  purchase,  in  the  open 
market,  debentures  issued  under  this  section  and  section  210.  Such  purchases 
shall  be  made  at  a  price  which  will  provide  an  investment  yield  of  not  less  than 
the  yield  obtainable  from  other  investments  authorized  by  this  subsection. 
Debentures  so  purchased  shall  be  canceled  and  not  reissued. 

"(n)  The  Administrator,  with  the  consent  of  the  mortgagee  and  the  mortgagor 
of  a  mortgage  heretofore  insured  under  section  207  of  the  National  Housing  Act, 
shall  be  empowered  to  reissue  such  mortgage  insurance  in  accordance  with  the 
provisions  of  this  amended  section  207. 

"(o)  The  Administrator  is  authorized  and  directed  to  make  such  rules  and 
regulations  as  may  be  necessary  to  carry  out  the  provisions  of  this  section." 

Sec.  23.  Section  208  of  title  II  is  amended  by  striking  out  the  word  "subsidivi- 
sion"  and  inserting  in  Ueu  thereof  the  word  "subdivision". 

Sec.  24.  Section  209  of  title  II  is  amended  by  striking  out  the  last  sentence  of 
said  section  and  inserting  in  lieu  thereof  the  following:  "Expenses  of  such  studies 
and  surveys,  and  expenses  of  publication  and  distribution  of  results  of  such 
studies  and  surveys,  shall  be  charged  as  a  general  expense  of  the  fund  and  the 
housing  fund  in  such  proportion  as  the  Administrator  shall  determine." 

Sec.  25.  Title  II  is  amended  by  adding  at  the  end  thereof  a  new  section  num- 
bered 210  as  follows: 

"Sec.  210.  (a)  In  addition  to  mortgages  insured  under  sections  203  and  207 
the  Administrator  is  authorized  to  insure  mortgages  as  defined  in  section  207  (a) 


including  advances  thereon  during  construction,  covering  property  upon  which 
there  is  to  be  constructed  one  or  more  multifamily  dwellings  or  a  group  of  not 
less  than  twenty-five  single-family  dwellings:  Provided^  That  the  property  shall 
have  been  approved  for  mortgage  insurance  prior  to  the  beginning  of  construction. 

"(b)  To  be  eligible  for  insurance  under  this  section  a  mortgage  must — 

"(1)  Involve  a  principal  obhgation  (including  such  initial  service  charges, 
appraisal,  inspection  and  other  fees,  as  the  Administrator  shall  approve)  in  an 
amount  in  excess  of  $16,000  but  not  in  excess  of  $200,000,  not  in  excess  of  80  per 
centum  of  the  amount  which  the  Administrator  estimates  will  be  the  value  of  the 
property  when  the  proposed  improvements  are  completed,  and  such  part  thereof 
as  may  be  attributable  to  dwelling  use  shall  not  exceed  $1,000  per  room. 

"(2)  Have  a  maturity  satisfactory  to  the  Administrator,  but  not  to  exceed 
twenty  years  and  contain  complete  amortization  provisions  satisfactory  to  the 
Administrator. 

"(3)  Contain  such  terms,  conditions,  and  provisions  with  respect  to  interest, 
advances  during  construction,  assurance  of  completion,  recognition  of  equitable 
rights  of  contract  purchasers  in  good  standing,  release  of  part  of  the  mortgaged 
premises  from  the  lien  of  the  mortgage,  insurance,  repairs,  alterations,  payment 
of  taxes,  default  and  management  reserves,  delinquency  charges,  foreclosure  pro- 
ceedings, anticipation  of  maturity,  additional  and  secondary  liens,  and  other 
matters  as  the  Administrator  may  in  his  discretion  prescribe. 

"(c)  The  Administrator  shall  collect  a  premium  charge  for  the  insurance  of 
mortgages  under  this  section  which  shall  be  payable  annually  in  advance  by  the 
mortgagee  in  cash  or  in  debentures  issued  by  the  Administrator  under  this  title 
at  par  plus  accrued  interest,  and  which  premium  charge  shall  be  in  such  an  amount 
as  the  Administrator  shall  prescribe.  In  addition  to  the  premium  charge  herein 
provid  ed  for,  the  Administrator  is  authorized  to  charge  and  collect  such  amounts 
as  he  may  deem  reasonable  for  the  appraisal  of  a  property  or  project  offered  for 
insurance  and  for  the  inspection  of  such  property  or  project  during  construction, 
provided  that  such  charges  for  appraisal  and  inspection  shall  not  aggregate  more 
than  one-half  of  1  per  centum  of  the  original  face  amount  of  the  mortgage.  The 
provisions  of  the  last  sentence  of  section  203  (c),  as  amended,  shall  be  applicable 
to  mortgages  insured  under  this  section.  No  mortgage  shall  be  accepted  for 
insurance  under  this  section  unless  the  Administrator  finds  that  the  relation  of 
the  project  to  its  immediate  environment  and  to  the  entire  community  in  which 
it  is  located,  the  suitability  of  the  site,  and  the  site  and  building  plans  ,the  relation 
between  the  debt-service  requirements  and  the  estimated  earning  capacity  of 
the  project,  the  relation  between  the  principal  amount  of  the  mortgage  and  the 
value  of  the  property,  and  the  sufficiency  and  character  of  the  proposed  equity, 
are  such  as  to  make  the  project  economically  sound. 

"(d)  The  provisions  of  section  204  shall  be  applicable  to  mortgages  insured 
under  this  section,  except  that  the  debentures  issued  hereunder  shall  be  the  pri- 
mary liability  of  the  housing  fund  created  under  section  207  (e)  and  shall  be  paid 
out  of  said  housing  fund.  They  shall  be  guaranteed  by  the  United  States  as 
provided  in  section  204.  The  provisions  of  section  205  shall  not  be  applicable  to 
such  mortgages. 

"(e)  In  the  event  that  any  mortgagee  under  a  mortgage  insured  under  this 
section  shall  create  or  sell  partial  interests  therein,  except  upon  such  conditions 
and  restrictions  as  the  Administrator  shall  determine,  or  forecloses  on  the  mort- 
gaged property  but  does  not  convey  such  property  to  the  Administrator  in  accord- 
ance with  section  204,  or  in  the  event  the  mortgager  pays  the  obligation  under 
the  mortgage  in  full  prior  to  maturity  thereof  and  the  Administrator  is  given  due 
notice  of  such  payment,  the  obligation  to  pay  the  annual  premium  charge  for 
insurance  shall  cease  and  all  rights  of  the  mortgagee  and  the  mortgagor  under 
section  204  shall  terminate. 

"(f)  The  Administrator  is  authorized  and  directed  to  make  such  rules  and 
regulations  as  may  be  necessary  to  carry  out  the  provisions  of  this  section." 

Sec.  26.  Section  301  (a)  of  title  III  is  amended  to  read  as  follows: 

"Sec.  301.  (a)  The  Administrator  is  further  authorized  and  empowered  to 
provide  for  the  establishment  of  national  mortgage  associations  as  hereinafter 
provided  which  shall  be  authorized,  subject  to  rules  and  regulations  to  be  pre- 
scribed by  the  Administrator,  (1)  to  purchase,  service,  and  sell  first  mortgages 
and  such  other  first  liens  as  are  commonly  given  to  secure  advances  on  real  estate 
held  in  fee  simple  or  under  a  lease  for  not  less  than  ninety-nine  years,  under  the 
laws  of  the  State  in  which  the  real  estate  is  located,  together  with  the  credit 
instruments,  if  any,  secured  thereby,  such  mortgages  not  to  exceed  80  per  centum 
of  the  appraised  value  of  the  property  as  of  the  date  the  mortgage  is  purchased. 
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and  to  make  loans  and  advances  upon,  and  to  purchase,  service,  and  sell  mort- 
gages or  partial  interests  therein  which  are  insured  under  section  207  of  this 
Act;  (2)  to  borrow  money  for  such  purposes  through  the  issuance  of  notes,  bonds, 
debentures,  or  other  such  obligations  as  hereinafter  provided." 

Sec.  27.  Section  301  (d)  of  title  II  of  said  Act  is  amended  by  striking  out  in 
the  last  sentence  of  said  section  the  words  "paid  in  full  in  cash  or  Government 
securities  at  their  par  value"  and  inserting  in  heu  thereof  the  following:  "that 
at  least  25  per  centum  thereof  has  been  paid  in  cash  or  Government  securities  at 
their  par  value  or  first  mortgages,  or  such  other  first  liens,  as  are  described  in 
section  301  (a)  hereof,  which  mortgages  or  liens  shall  be  taken  at  such  value  as 
the  Administrator  may  determine  not  exceeding  80  per  centum  of  the  appraised 
value  of  the  propertv  as  of  the  date  of  subscription,  and  that  the  remainder  is 
payable  at  such  tiine  as  may  be  determined  by  the  Administrator:  Provided, 
That  no  association  shall  issue  notes,  bonds,  debentures,  or  other  such  obliga- 
tions until  such  time  as  such  subscriptions  are  paid  in  full  in  cash  or  Government 
securities  at  their   par  value  or  mortgages  or  other  liens  as  hereinbefore  set 

forth."  ,    ^  .       .  „ 

Sec.  28.  Section  302  of  title  III  of  said  Act  is  amended  to  read  as  follows: 
"Sec.  302.  Each  national  mortgage  association  is  authorized  to  issue  and  have 
outstanding  at  any  time  notes,  bonds,  debentures,  or  other  such  obligations  in  an 
aggregate  amount  not  to  exceed  (1)  twenty  times  the  amount  of  its  paid-up 
capital  and  surplus,  and  in  no  event  to  exceed  (2)  the  current  unpaid  principal 
mortgages  held  by  it  and  insured  under  the  provisions  of  title  II  of  this  Act, 
plus  the  amount  of  its  cash  on  hand  and  on  deposit  and  the  amortized  value  of 
its  investments  in  bonds  or  obhgations  of,  or  guaranteed  as  to  principal  and  in- 
terest by,  the  United  States.  No  national  mortgage  association  shall  borrow  « 
money  otherwise  than  through  the  issuance  of  such  notes,  bonds,  debentures,  or 
other  obligations,  except  with  the  approval  of  the  Administrator  and  under  such 
rules  and  regulations  as  he  shall  prescribe.  An  association  may,  if  its  bylaws  so 
provide,  accept  any  notes,  bonds,  debentures,  or  other  obligations  issued  by  it 
in  payment  of  obligations  due  it  at  par  plus  accrued  interest:  Provided,  That 
such  notes,  bonds,  debentures,  or  other  obligations  so  accepted  shall  be  canceled 
and  not  reissued." 

Sec.  29.  Section  307  of  title  III  is  amended  to  read  as  follows: 
"All  notes,  bonds,  debentures,  or  other  obligations  issued  by  any  national  mort- 
gage association  shall  be  exempt,  both  as  to  principal  and  interest,  from  all  taxa- 
tion now  or  hereafter  imposed  by  any  State,  county,  municipality,  or  local  taxing 
authority.  Every  national  mortgage  association,  including  its  franchise,  capital, 
reserves,  surplus,  mortgage  loans,  income,  and  stock,  shall  be  exempt  from  taxa- 
tion now  or  hereafter  imposed  by  any  State,  county,  municipaUty,  or  local  taxing 
authority.  Nothing  herein  shall  be  construed  to  exempt  the  real  property  of  such 
association  from  taxation  by  any  State,  county,  municipality,  or  local  taxing 
authoritv  to  the  same  extent  according  to  its  value  as  other  real  property  is  taxed. 
Sec.  30.  Section  512  (a)  of  title  V  is  amended  to  read  as  follows: 
"Sec.  512.  (a)  Whoever,  for  the  purpose  of  obtaining  any  loan  or  advance  of 
credit  from  anv  person,  partnership,  association,  or  corporation  with  the  intent 
that  such  loan  or  advance  of  credit  shall  be  offered  to  or  accepted  by  the  Federal 
Housing  Administration  for  insurance,  or  for  the  purpose  of  obtaining  any  exten- 
sion or  renewal  of  anv  loan,  advance  of  credit,  or  mortgage  insured  by  the  said 
Administration,  or  the  acceptance,  release,  or  substitution  of  any  security  on  such 
a  loan,  advance  of  credit,  or  for  the  purpose  of  influencing  in  any  way  the  action 
of  the  said  Administration  under  this  Act,  makes,  passes,  utters,  or  publishes,  or 
causes  to  be  made,  passed,  uttered,  or  published  any  statement,  knowing  the  same 
to  be  false,  or  alters,  forges,  or  counterfeits,  or  causes  or  procures  to  be  altered, 
forged,  or  counterfeited,  any  instrument,  paper,  or  document,  or  utters,  pubhshes, 
or  passes  as  true,  or  causes  to  be  uttered,  published,  or  passed  as  true,  any  instru- 
ment, paper,  or  document,  knowing  it  to  have  been  altered,  forged,  or  counter- 
feited, or  willfully  overvalues  any  security,  asset,  or  income,  shall  be  punished  by 
a  fine  of  not  more  than  $3,000  or  by  imprisonment  for  not  more  than  two  years, 

Sec.  31.  Section  512  of  title  V  is  amended  by  adding  at  the  end  thereof  an 
additional  subsection  to  be  known  as  (d)  as  follows: 

"(d)  No  individual,  association,  partnership,  or  corporation  shall  hereafter, 
while  the  Federal  Housing  Administration  exists,  use  the  words  'Federal  Hous- 
ing' or  'National  Housing',  or  any  combination  or  variation  of  any  of  these 
words,  alone  or  with  other  words,  as  the  name  under  which  he  or  it  shall  do  busi- 
ness, which  shall  have  the  effect  of  leading  the  public  to  believe  that  any  such 


individual,  association,  partnership,  or  corporation  has  any  connection  with,  or 
authorization  from,  the  Federal  Housing  Administration,  the  Government  of  the 
United  States,  or  any  instrumentality  thereof,  where  such  connection  or  authori- 
zation does  not,  in  fact,  exist.  No  individual,  association,  partnership,  or  corpor- 
ation shall  falsely  advertise,  or  otherwise  represent  falsely  by  any  device  whatso- 
ever, that  any  project  or  business  in  which  he  or  it  is  engaged,  or  product  which  he 
or  it  manufactures,  deals  in,  or  sells,  has  been  in  any  way  endorsed,  authorized, 
or  approved  by  the  Federal  Housing  Administration,  or  by  the  Government  of 
the  United  States,  or  by  any  instrumentality  thereof.  Every  violation  of  this 
subsection  shall  be  punished  by  a  fine  not  exceeding  $1,000  or  by  imprisonment 
not  exceeding  one  year,  or  both." 

Sec.  32.  Title  V  of  the  National  Housing  Act  is  amended  by  adding  after 
section  513  the  following  new  section: 

"Section  514.  The  provisions  of  section  10  (a)  1  and  10b  of  the  Federal  Home 
Loan  Bank  Act,  as  amended  (49  Stats.  294,  295);  paragraph  seventh  of  section 
5136  of  the  Revised  Statutes,  as  amended  (49  Stats.  709) ;  section  24  of  the  Federal 
Reserve  Act,  as  amended  (49  Stats.  706);  subsection  (n)  of  section  77B  of  the 
Bankruptcy  Act,  as  amended  (49  Stats.  664);  section  5  (c)  of  the  Act  approved 
January  31,  1935,  continuing  and  extending  the  functions  of  the  Reconstruction 
Finance  Corporation  (49  Stats.  1);  and  all  other  provisions  of  law  establishing 
rights  under  mortgages  insured  in  accordance  with  the  provisions  of  the  National 
Housing  Act,  shall  be  held  to  apply  to  said  National  Housing  Act  as  heretofore 
and  hereby  amended  as  fully  as  if  enacted  after  the  date  of  the  approval  of  such 
amendments." 

Sec.  33.  Section  35  of  the  Act  of  June  19,  1934,  to  regulate  the  business  of  life 
insurance  in  the  District  of  Columbia,  and  entitled  the  "Life  Insurance  Act",  is 
amended  by  inserting  after  subsection  3  and  before  subsection  4  of  said  section 
the  following  new  section  to  be  known  as  subsection  3  {&)  and  to  read  as  follows: 

"3.  (a)  Bonds  or  notes  secured  by  mortgages  or  deeds  of  trust  insured  by  the 
Federal  Housing  Administrator:  The  restrictions  in  subsection  3  of  this  section  in 
regard  to  the  ratio  of  the  loan  to  the  value  of  the  property  shall  not  apply  to  such 
insured  mortgages." 

Sec.  34.  Said  section  35  of  said  Act  of  June  19,  1934,  is  further  amended  by 
amending  subsection  4  to  read  as  follows: 

"4.  Bonds  or  other  evidences  of  indebtedness  of  the  farm  loan  banks  authorized 
under  the  Federal  Farm  Loan  Act  or  Acts  amendatory  thereof  or  supplementary 
thereto,  and  bonds  or  other  evidences  of  indebtedness  of  national  mortgage 
associations." 

Sec.  35.  Subsection  (a)  of  section  2  of  title  I,  as  amended,  is  further  amended 
by  striking  out  the  words  "April  1,  1936,  and  prior  to  April  1,  1937"  appearing  in 
the  first  sentence  of  said  subsection  and  inserting  in  lieu  thereof  the  words  "the 
date  of  the  enactment  of  this  Act  and  prior  to  July  1,  1939",  by  striking  out  the 
words  "and  the  purchase  and  installation  of  equipment  and  machinery  upon 
such  real  property,"  and  by  striking  out  the  last  two  sentences  of  said  section 
and  inserting  in  lieu  thereof  the  following:  "In  no  case  shall  the  insurance  granted 
by  the  Administrator  under  this  section  to  any  such  financial  institution  on  loans, 
advances  of  credit,  and  purchases  made  by  such  financial  institution  for  such  pur- 
poses on  and  after  the  date  of  the  enactment  of  this  Act  exceed  10  per  centum  of 
the  total  amount  of  such  loans,  advances  of  credit,  and  purchases.  The  total 
liability  which  may  be  outstanding  at  any  time  in  respect  of  all  insurance  hereto- 
fore and  hereafter  granted  under  this  section  and  section  6  shall  not  exceed  in  the 
aggregate  $100,000,000." 

Sec.  36.  Subsection  (b)  of  section  2,  title  I,  as  amended,  is  further  amended  to 
read  as  follows: 

"(b)  No  insurance  shall  be  granted  under  this  section  to  any  such  financial 
institution  with  respect  to  any  obligation  representing  any  such  loan,  advance  of 
credit,  or  purchase  by  it,  the  face  amount  of  which  exceeds  $10,000,  nor  unless  the 
obligation  bears  such  interest,  has  such  maturity,  and  contains  such  other  terms, 
conditions,  and  restrictions  as  the  Administrator  shall  prescribe  in  order  to  make 
credit  available  for  the  purposes  of  this  title." 

Sec.  37.  Section  5136  of  the  Revised  Statutes,  as  amended,  is  further  amended 
as  follows: 

The  last  sentence  of  paragraph  seventh  of  such  section  is  amended  by  inserting 
before  the  colon  after  the  words  "guaranteed  as  to  principal  and  interest  by  the 
United  States"  a  comma  and  the  following:  "or  obligations  of  national  mort- 
gage associations". 
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The  Chairman.  I  have  invited  Mr.  McDonald,  Federal  Housing 
Administrator,  to  appear  before  the  committee  and  discuss  the  bill 
this  morning  and  Mr.  McDonald  will  now  be  recognized. 

STATEMENT  OF  STEWART  McDONALD,  FEDERAL.  HOUSING 

ADMINISTRATOR 

Mr.  McDonald.  Mr.  Chairman  and  gentlemen:  I  have  before  me 
an  explanation  of  the  bill  and  then  a  summary  of  the  bill  which  has 
been  mimeographed  and  will  be  in  your  hands  very  shortly.  I  will 
read  you  the  explanation  with  my  recommendations  about  it. 

The  amendments  which  are  intended  either  to  clarify  the  language 
of  the  present  act  or  to  correct  deficiencies  in  the  act  which  have 
become  apparent  during  the  period  it  has  been  administered,  are 
covered  in  this  explanation.  None  of  the  amendments  of  this  charac- 
ter in  any  way  broaden  the  operations  under  the  original  act.  These 
are  sections  2,  3,  4,  6,  8,  10,  11,  12,  13,  14,  15,  16,  17,  18,  19,  20,  21, 
23,  24,  30,  31,  32,  33,  and  34,  for  which  our  General  Counsel  will  give 
you  his  opinions,  reasons,  and  suggestions  for  making  the  changes. 
Some  of  the  amendments  amount  to  almost  nothing.  Some  are  a 
question  of  administration.  Others  have  been  brought  up  by  counsel 
for  the  large  life-insurance  companies  who  invest  in  these  mortgages 
and  who  have  questioned  the  interpretation  of  certain  wording.  One 
of  the  amendments  has  to  do  with  a  misspelled  word.  As  I  say,  those 
many  sections  cover  purely  legal  questions  and  I  suggest  that  you 
have  our  General  Counsel  explain  the  reasons  for  his  recommendations. 

The  amendments  which  have  to  do  with  the  questions  of  policy 
and  those  which  are  suggested  in  the  message  of  the  President  sent 
to  Congress  on  November  29,  1937,  are  proposed  to  sections  5,  7,  9, 
11,  22,  25,  26,  27,  28,  29,  35,  36,  and  37,  which  I  shall  briefly  summarize 
as  follows: 

1.  Reduce  the  required  down  payment  to  10  from  20  percent  on 
houses  up  to  $6,000:  The  reason  for  this  recommendation  is  to  stimu- 
late construction  of  small  houses  which  are  owner-occupied.  They 
must  be  buUt  before  July  1,  1939,  and  may  be  purchased  with  a  down 
payment  of  as  low  as  10  percent,  if  necessary.  It  is  believed  that  this, 
small  down  payment  coupled  with  a  low  interest  rate  would  encourage 
small  home  owners.  We  in  the  Administration  think  that  the  interest 
rate  could  be  5  percent,  including  the  service  charge,  and  with  an 
insurance  premium  of  one-fourth  of  1  percent  the  total  cost  to  the 
owner  would  be  5)^  percent. 

2.  Clarify  section  207  which  is  the  large-scale  housing  section  so  as 
to  eliminate  the  implied  obligations  that  these  must  be  quasi  slum 
clearance  projects:  There  are  two  in  nearby  Virginia — Colonial  Village 
and  Buclangham,  and  at  the  foot  of  Sixteenth  Street  is  Falkland 
Properties. 

The  reason  for  the  recommendation  is  that  the  present  wording  in 
the  act  leaves  the  impression — particularly  in  the  minds  of  a  great 
many  lawyers — that  these  large-scale  rental  projects  must  be  built  for 
people  of  low  income.  For  example,  the  general  counsel  of  the  John 
Hancock  Life  Insurance  Co.  refused  to  allow  that  organization  to 
participate  in  the  program  because  it  was  not  clear  to  him  whether 
or  not  the  law  applied  to  people  of  low  income.  I  think  the  Bowery 
Savings  Bank  has  also  criticized  that  clause  and  has  pointed  out  that 


it  places  limitation  of  so  much  per  room  upon  the  mortgage  which 
may  be  insured.  It  is  recommended  that  a  limitation  of  $1,200  per 
room  be  placed  on  the  permissible  amount  of  the  mortgage  instead 
of  trying  to  interpret  the  phrase  "persons  of  low  income."  Even  that 
amount  is  debatable.  We,  ourselves,  have  questioned  whether  it  is 
high  enough  and  should  like  very  much  to  be  guided  by  your  judg- 
ment in  the  matter. 

3.  Make  it  possible  for  mortgagees  under  section  207  to  secure  their 
debentures  upon  assignment  of  the  mortgage  instead  of  waiting  for 
formal  foreclosure  proceedings:  In  many  States  it  takes  a  long  time 
to  foreclose  a  mortgage — notably  Illinois  and  New  York.  With 
reference  to  the  smaller  homes  it  can  be  very  easily  stipulated  that  the 
holder  of  the  mortgage  must  foreclose  on  the  property  before  passing 
it  to  the  Federal  Housing  Administration.  That  does  not  apply  to 
large-scale  properties.  On  the  smaller  houses,  the  Government  simply 
did  not  want  to  be  in  the  position  of  foreclosing  the  homes  of  its  own 
people,  but  there  should  be  no  such  compunctions  againt  foreclosure 
on  large  corporations,  since  it  is  in  our  interest  and  the  interest  of  the 
tenants  to  obtain  possession  at  the  earliest  possible  date  if  there  is  any 
default.     Up  to  the  present  time  there  has  been  none. 

4.  Change  section  207  so  as  to  make  it  possible  for  the  developer  to 
build  a  group  of  houses  for  sale,  but  rent  portions  of  them  in  the  mean- 
time, selling  them  off  one  by  one,  if  he  so  desires.  In  other  words, 
instead  of  building  a  tremendous  apartment  house,  he  can  build  a 
series  of  individual  houses  and  rent  them  and  if  the  occasion  demands 
or  he  desires  he  can  sell  them  as  he  pleases. 

5.  Modify  amendments  introduced  in  Congress  at  the  close  of  the 
last  session,  whereby  F.  H.  A.  is  authorized  to  insure  mortgages  on 
multifamily  rental  housing  projects  and  groups  of  individual  houses 
for  sale,  the  insurance  to  be  effective  during  construction  and  to  apply 
to  advances  made  during  construction.  The  mortgages  on  these 
projects  would  be  not  less  than  $16,000,  the  present  maximum  under 
the  individual  home  program,  and  not  over  $200,000.  These  prop- 
erties would  not  necessarily  have  to  be  owned  by  a  limited-dividend 
corporation.  Again,  the  question  of  a  thousand  dollars  a  room  as 
the  limit  of  the  mortgage  is  a  debatable  one,  and  we  question  whether 
that  is  not  too  low  to  be  of  any  efi'ective  service.  However,  we  do 
believe  it  wise  to  put  in  some  figure  and  we  again  ask  your  advice 
on  that. 

6.  Clarification  of  title  III.  The  section  of  the  National  Housing 
Administration  Act  which  provides  for  the  formation  of  national 
mortgage  associations — none  have  been  formed  to  date — so  that 
the  ratio  of  debentures  may  be  20  times  their  capital  surplus  instead 
of  12  as  now  provided,  and  permit  these  national  mortgage  associations 
to  initiate  loans  to  only  section  207  loans.  That  is,  they  would  not 
be  allowed  to  initiate  a  loan  of  any  individual  house  or  even  on  an 
apartment  covered  under  section  210  up  to  $200,000.  They  could 
only  originate  a  loan  on  the  very  large  rental  projects.  This  amend- 
ment also  would  exempt  the  associations  and  their  bonds  from  state 
taxation. 

I  might  add  we  have  had  considerable  pressure  put  on  us  to  know 
why  the  mortgages  and  bonds  should  not  be  exempt  from  Federal 
taxation  as  they  come  in  direct  competition  with  the  tax  exempt 
bonds  of  the  Federal  home-loan  bank  and  other  Federal  agencies. 
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The  Chairman.  In  that  connection,  there  would  be  this  difference, 
if  I  understand.  In  this  latter  case  you  have  unrestricted  application 
of  the  service  to  be  rendered  whereas  under  the  other  two  plans  the 
service  is  limited  to  home  construction  and  home  purposes. 

Mr.  McDonald.  Except  the  farms.  The  farm  loans  are  also 
exempted  from  taxation.  That  is  a  thing  we  have  not  put  in  here  as 
mandatory,  but  we  have  requested  that  the  bonds  be  exempted  from 
State  taxation  for  the  reason  that  in  a  great  many  States  the  obliga- 
tions of  a  mortgage  association  are  taxed  identically  as  the  mortgage 
which  they  represent  would  be.  In  other  words,  if  you  hold  a  deben- 
ture in  some  States  you  would  be  taxed  just  the  same  on  that  deben- 
ture as  though  you  held  a  $5,000  mortgage,  and  in  some  States  that 
runs  very  high,  but  inasmuch  as  it  is  expected  to  sell  these  debentures 
at  a  very  low  rate  to  facilitate  the  flow  of  money  we  thought  it  desir- 
able to  exclude  them  from  as  many  additional  encumbrances  as  we 
possibly  could. 

The  Chairman.  Just  what  character  of  loan  may  be  made  by  a 
mortgage  association  under  this  act? 

Mr.  McDonald.  They  could  originate  a  loan  on  a  large-scale 
rental  property.  They  could  purchase  any  insured  mortgage.  They 
could  sell  debentures  based  upon  the  insured  mortgages  which  they 
hold  in  their  portfolios.  For  instance,  if  a  mortgage  association  were 
formed  with  private  capital  for  2,  3,  4,  or  5  miUion  dollars,  it  would  be 
allowed  to  sell  20  times  the  amount  of  that  capital,  provided  that  back 
^f  the  debentures  it  sold  there  were  insured  mortgages  on  individual 
homes  or  apartment  houses  or  something  else  as  counter-security. 

The  Chairman.  What  type  of  large  properties  do  you  refer  to? 

Mr.  McDonald.  We  would  initiate  a  loan  on  the  type  of  property 
such  as  you  see  at  the  foot  of  Sixteenth  Street.  Have  you  one  of  those 
photographs  there?  That  is  insured  under  section  207.  For  example, 
I  can  cite  the  project  at  the  foot  of  Sixteenth  Street  covered  by  a 
mortgage  of  nearly  two  milhon  and  a  naif — a  two  milUon  and  a  half 
live  mortgage  loan — which  at  the  present  time,  the  Union  Central 
Life  Insurance  Co.  holds.  They  did  not  have  it  originally.  In  Heu 
of  the  mortgage  association,  we  asked  the  RFC  Mortgage  Co.  to  back 
the  project,  and  after  it  was  well  under  way  the  Union  Central  Life 
Insurance  Co.  and  some  other  hfe  insurance  company  came  in,  ex- 
amined it,  found  it  a  good  loan,  and  took  it  over. 

Now,  we  want  the  national  mortgage  associations  to  initiate  loans 
only  under  section  207. 

Mr.  Hancock.  The  assets  of  the  National  Mortgage  Association 
would  consist  of  casn,  bonds,  and  insured  mortgages;  is  that  correct? 

Mr.  McDonald.  The  original  capital  or  assets.  The  original  capital 
may  be  in  money.  It  may  be  a  good  mortgage,  or  cash,  or  government 
bonds,  but  they  can  only  issue  debentures  against  insured  mortgages. 
As  for  the  original  capital,  if  we  are  willing  to  accept  first  mortgages 
on  any  first-class  property,  it  would  be  satisfactory. 

Mr.  Gifford.  Are  those  debentures  guaranteed? 

Mr.  McDonald.  No,  sir;  they  are  not,  Mr.  Congressman,  but  they 
are  based  on  F.  H.  A.  mortgages  which  are  guaranteed. 

Mr.  Gifford.  It  would  be  possible  to  exchange  those  debentures, 
if  there  was  a  slow  sale  for  them. 

Mr.  McDonald.  I  beg  your  pardon,  I  did  not  understand. 


Mr.  Gifford.  It  would  be  possible  to  change  those  debentures 
the  same  as  has  been  done  on  the  farm  land  bank  bonds,  were  they 
not  exchanged  for  something  that  could  be  sold  and  something  that 
you  could  get  the  money  for? 

Mr.  McDonald.  Well,  perhaps. 

Mr.  Gifford.  That  has  been  done? 

Mr.  McDonald.  I  do  not  believe  I  am  in  position  to  answer  that. 

Mr.  Gifford.  These  debentures  are  not  guaranteed? 

Mr.  McDonald.  No;  the  debentures  of  the  National  Mortgage 
Association  are  not  guaranteed. 

Mr.  Gifford.  Suppose  they  do  not  meet  with  ready  sale,  can  they 
exchange  for  other  bonds? 

Mr.  McDonald.  You  know,  Mr.  Congressman,  the  National 
Mortgage  Association  is  not  a  Government  agency  and  therefore  it 
would  be  in  no  position  to  exchange  its  debentures  for  anything  else. 
If  they  could  not  sell  them,  they  just  could  not  sell  them. 

Mr.  Gifford.  You  recognize  from  my  question  that  has  been  done 
with  Government  agencies? 

Mr.  McDonald.  Yes;  I  believe  it  has. 

Mr.  Gifford.  I  know  it  has. 

Mr.  WoLCOTT.  You  said  mortgages  were  guaranteed.  Are  they 
guaranteed  or  insured? 

Mr.  McDonald.  You  are  correct.  They  are  insured  by  the  Fed- 
eral Housing  Administration,  which  first  has  the  sufficiency  of  its 
insurance  fund  and  back  of  that  the  value  of  the  property  itself,  and 
in  the  event  of  failure  of  both  the  guaranty  of  the  Treasury  applies. 

Mr.  WoLCOTT.  I  merely  wanted  to  keep  the  record  straight. 

Mr.  McKeough.  Might  not  the  guaranty  be  hmited  to  80  percent? 
They  are  guaranteed  only  up  to  80  percent? 

Mr.  McDonald.  No;  insured  only  80  percent. 

Mr.  McKeough.  That  is  not  100  percent? 

Mr.  McDonald.  WeU,  the  mortgage  only  represents  80  percent,  so 
the  mortgage  is  fully  msured. 

Mr.  mLLiAMs.  The  mortgage  itself  is  insured  100  percent? 

Mr.  Crawford.  Mr.  Chairman? 

The  Chairman.  Mr.  Crawford. 

Mr.  Crawford.  Mr.  McDonald,  did  I  understand  you  to  say  the 
National  Mortgage  Association  can  originate  loans  on  large-scale 
projects? 

Mr.  McDonald.  Yes. 

Mr.  Crawford.  And  they  can  also  purchase  mortgages? 

Mr.  McDonald.  Any  insured  mortgage. 

Mr.  Crawford.  Even  on  a  $6,000  home? 

Mr.  McDonald.  Yes;  on  a  $3,000  home. 

Mr.  Crawford.  Now  as  a  lending  agency  it  may  issue  debentures 
against  insured  mortgages? 

Mr.  McDonald.  As  a  mortgage  association. 

Mr.  Crawford.  As  a  lending  agency,  can  they  sell  to  the  National 
Mortgage  Association? 

Mr.  McDonald.  Oh,  yes.  You  mean  a  bank  making  a  mortgage 
on  a  house? 

Mr.  Crawford.  Can  a  national  mortgage  association  sell  any  of  its 
paper  to  the  Federal  Housing  Administration  and  thereby  acquire 
Federal  Housing  Administration  debentures  or  guaranteed  bonds? 
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Mr.  McDonald.  We  have  no  guaranteed  bonds  to  issue.  The  only 
instrument  that  we  issue  is  a  Federal  Housing  Administration  deben- 
ture which  is  issued  for  a  foreclosed  mortgage. 

Mr.  Crawford.  I  understood  you  to  say  those  were  guaranteed 
by  the  Government? 

Mr.  McDonald.  As  the  Congressman  stated  they  are  guaranteed 
by  the  insurance  which  in  turn  is  the  Government  guaranty. 

Mr.  Crawford.  That  can  work  back  into  the  National  Mortgage 
Association? 

Mr.  McDonald.  Yes;  as  I  pointed  out,  if  we  should  have  a  debacle 
in  which  the  mortgages  would  be  bad  and  go  in  default,  a  mortgage 
association  would  wind  up  with  the  F.  H.  A.  debentures  instead  of 
the  mortgages  and  the  F.  H.  A.  would  have  the  property  which  we 
would  have  to  sell. 

Mr.  Crawford.  F.  H.  A.  would  therefore  redeem  the  National 
Mortgage  Association? 

Mr.  McDonald.  That  is  right. 

Mr.  Crawford.  And  the  F.  H.  A.  being  a  Government  agency 
would  hold  the  property? 

Mr.  McDonald.  Would  hold  the  property  which  would  have  to 
be  disposed  of  at  a  profit  or  loss,  as  we  are  doing  right  now. 

7.  Change  the  limitations  on  the  amoimt  of  mortgages  wliich  may 
be  insured  so  as  to  provide  that  $2,000,000,000  shall  apply  to  out- 
standing insurance  at  any  time  rather  than  the  flat  limitation  of  two 
billion  as  it  now  stands;  and,  simultaneously,  eliminate  the  July  1, 
1939  date  as  the  hmitation  of  the  Government's  guarantee  of  deben- 
tures. 

Mr.  Williams.  Right  there  is  something  I  do  not  understtmd. 
This  $2,000,000,000  you  say  the  flat  hmitation 

Mr.  McDonald  (interposing).  Mr.  Congressman,  if  you  will  re- 
call the  original  act  reads  sometliing  like  tliis,  that  the  Government 
will  unconditionally  guarantee  a  biUion  dollars'  worth  of  new  con- 
struction and  a  bilUon  dollars'  worth  of  old  construction  and  only  on 
such  mortgages  as  are  written  prior  to  July  1,  1939.  It  was  originally 
written  July  1,  1937,  and  you  gentlemen  extended  it  to  July  1,  1939. 

Mr.  Williams.  What  does  tliis  cut  it? 

Mr.  McDonald.  It  consoUdates  the  two  and  creates  a  revolving 
fund  and  says  you  must  perpetually  guarantee  it. 

Mr.  Williams.  Regardless  of  when  issued? 

Mr.  McDonald.  Regardless  of  when  issued.  In  other  words,  if 
the  Government  is  standing  back  of  two  billion  of  F.  H.  A.  mortgages 
at  all  times,  additional  liabiUty  may  be  taken  on. 

Mr.  Williams.  That  is,  you  always  have  outstanding  two  bilUon? 

Mr.  McDonald.  We  may  have  two  billion  outstanding. 

Mr.  Williams.  But  no  more? 

Mr.  McDonald.  But  no  more.  We  may  have.  As  a  matter  of 
fact  we  are  obligated  today  for  shghtly  over  a  bilUon. 

Mr.  McKeough.  What  proportion  of  that  represents  modern- 
ization? 

Mr.  McDonald.  That  is  exclusive  of  modernization.  The  modern- 
ization is  not  covered  in  the  mortgage  insurance  clause.  We  had 
insured  $560,000,000  worth  of  modernization  notes.  That  sum  has 
been  paid  to  date  down  to  about  $212,000,000  which  is  the  total 
Uability  outstanding.  It  is  very  diflftcult  to  get  an  exact  figure  but 
we  think  it  is  between  two  hundred  and  two  hundred  and  fifty  million. 


Mr.  McKeough.  That  is,  what  proportion  is  appUcable  to  new 
financing  and  old  financing? 

Mr.  McDonald.  We  desire  to  ehminate  that.  After  July  1,  1939, 
the  F.  H.  A.  will  drop  out  of  existing  construction,  except  houses 
which  it  has  previously  insured  and  of  which  it  may  be  in  possession 
or  have  to  accept  after  foreclosure,  for  then  we  would  not  again  be 
in  the  position  of  selling  property  with  F.  H.  A.  insurance  or  any 
house  built  since  1934 — ^in  fact,  mighty  few  were  built  in  1934,  1935, 
or  1936 — so  from  a  factual  point  of  view  this  provision  hmits  F.  H.  A. 
activities  after  July  1,  1939,  to  entirely  new  construction. 

8.  The  next  clause  comes  about  because  of  the  pressure  we  have  had 
put  upon  us,  both  outside  and  inside  of  Washington,  the  reopening 
of  title  I,  which  is  the  modernization  and  repair  feature  which  the 
Congressman  referred  to,  but  with  a  maximum  $10,000  loan  and  only 
for  the  purposes  of  modernization,  alteration,  or  repair  and  not  to 
include  in  any  way,  shape,  or  form  removable  fixtures. 

It  is  felt  by  a  great  many  that  this  amendment  will  have  a  pro- 
nounced effect  in  stimulating  reemployment,  as  title  I  was  very  popular 
during  the  years  it  was  in  effect  and  undoubtedly  did  a  great  deal  of 
good.  By  Hmiting  it  now  to  repairs  to  structures  and  buildings  it  is 
felt  that  a  great  many  mechanics  would  be  worthily  employed  and 
that  the  material  and  building  industries  would  be  aided. 

Mr.  Williams.  What  is  the  total  limitation? 

Mr.  McDonald.  $10,000  for  any  one  loan. 

Mr.  Williams.  What  is  the  total  hmitation  of  funds  for  that 
purpose? 

Mr.  McDonald.  None  whatsoever,  but  the  amount  of  insurance 
would  be  restricted  to  10  percent.     The  first  year  was  20  percent. 

Mr.  Williams.  The  limitation  was  $2,000  under  the  original  act? 

Mr.  McDonald.  Yes;  and  that  was  increased  to  $50,000  for 
industrial  and  business  properties,  but  as  a  matter  of  fact  our  average 
loan  was  around  $270.  We  had  very  few  loans  over  $2,000.  We  issued 
a  regulation  which  required  a  man  to  submit  before  previous  accept- 
ance any  loan  over  $5,000  and  we  scrutinized  the  credit  in  such  cases 
very  carefully. 

Mr.  Williams.  You  did  have  a  limitation  on  the  entire  amount? 

Mr.  McDonald.  Yes;  there  was  a  limitation  of  $200,000,000  and 
in  1936  Congress  cut  that  to  $100,000,000  and  the  total  sum  that  could 
be  loaned  on  insured  modernization  and  repair  notes — one  moment. 
I  beheve  I  have  the  figures  right  here,  while  you  are  on  the  subject. 

Here  is  the  analysis,  a  total  of  1,449,373  insured  notes  or  loans,  of 
that  1,449,373  loans  the  national  banks  made  770,235;  State  banks 
and  trust  companies  made  352,842;  finance  companies,  215,313; 
industrial  banks  91,178;  building  and  loan  associations,  8,172;  savings 
banks,  10,290;  credit  unions,  793;  and  all  others  550,  making  a  total 
of  $560,751,206. 

Now  we  have  paid  to  date  on  that  $100,000,000  which  would  reduce 
the  sum  to  an  item  of  $12,674,642  paid  out  in  claims  of  that  amount. 

The  procedure  is,  the  bank  or  any  institution  submitting  the  claim 
to  us,  we  pay  it  and  they  pass  us  the  defaulted  notes  and  what  residue 
there  is  to  it  and  we  make  a  further  attempt  at  collection.  We  have 
paid  out  this  claim  of  $12,674,642  which  they  claimed  they  could  not 
make  any  more  collections  on  and  we  took  them  and  have  collected 
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$1,093,000  in  cash,  repossessed  property  and  again  sold  it  for  $60,000, 
making  $1,153,567.86. 

We  have  accumulated  and  collected  other  items  amounting  to 
$2,226,000  which  we  have  turned  over  to  the  Government  and  which 
they  have  used  again.  We  have  also  reinstated  of  those  bad  notes 
$2,796,000  by  asking  the  man  to  resume  payment  on  it,  and  so  forth, 
and  so  on,  stretching  it  out  longer,  so  our  settlements  of  all  kinds 
have  been  $6,176,000  against  the  $12,000,000  column  which  we 
resettled,  repossessed,  reinstated,  or  collected. 

Mr.  Williams.  As  you  stand  now  you  have  lost  $6,000,000? 

Mr.  McDonald.  Well,  I  would  hardly  phrase  it  that  way.  We 
still  have  the  balance.  We  are  trying  to  squeeze  something  out  of  it, 
but  it  is  mighty  dry. 

Mr.  GiFFORD.  Has  any  consideration  been  given  to  the  abuse  in 
certain  localities,  for  instance,  banks  and  selling  organizations  would 
take  loans  for  more 

Mr.  McDonald  (interposing).  That  is  true.  We  have  a  very  dif- 
ferent kind  of  experience  with  different  kinds  of  institutions.  For 
instance,  with  bankers  doing  business  locally  their  experience  was 
excellent.  The  loss  record  was  low.  We  found  they  were  as  careful 
in  making  these  loans  in  most  instances  as  if  there  was  no  insurance 
at  all.  We  found  some  of  the  finance  companies  were  not  so  partic- 
ular and  their  loss  record  was  higher.  We  found  the  most  flagrant 
cases  were  some  of  the  manufacturing  companies  that  organized  sub- 
sidiary finance  companies  of  their  own  and  attempted  to  use  the 
F.  H.  A.  as  the  vehicle  to  push  their  owti  sales.  In  those  cases  the 
losses  were  bad,  and  in  one  or  two  instances  where  we  found  an  ex- 
cessive loss  record,  we  have  notified  them  that  indications  pointed 
very  strongly  to  the  fact  that  usual  business  prudence  was  not  being 
followed  in  making  their  loans  and  we  would  like  them  to  come  to 
us  and  explain  it  more  carefully. 

Mr.  Crawford.  In  order  to  clear  this  up  I  understood  you  to  say 
1,449,000  loans  have  been  made. 

Mr.  McDonald.  Yes. 

Mr.  Crawford.  Aggregating  about  $560,000,000? 

Mr.  McDonald.  Precisely. 

Mr.  Crawford.  Of  which  12  million  plus  have  been  turned  back 
to  you  bv  the  banks? 

Mr.  McDonald.  By  the  lending  institutions? 

Mr.  Crawford.  And  that  you  have  handed  back  to  the  banks,  you 
have  paid  $12,674,000  back  to  the  banks.  Now,  out  of  those  claims 
there  were  2,796,000  that  were  reinstated? 

Mr.  McDonald.  Keinstated. 

Mr.  Crawford.  And  you  are  making  collections  as  best  you  can 
fron>  time  to  time? 

Mr.  McDonald.  That  is  right. 

Mr.  Crawford.  There  was  one  item  $2,226,000  that  I  did  not 
imderstand  much  about. 

Mr.  McDonald.  That  has  been  turned  over  to  the  Treasury  of  the 
United  States,  the  Procurement  Division,  which  in  turn  has  disposed 
of  this  property  to  other  Government  agencies.  For  instance,  there 
are  a  great  many  barracks  around  the  country,  Army  posts,  and  so 
on,  which  have  received  equipment,  originally  insured  by  F.  H.  A., 
repossessed  and  sent  to  the  Procurement  Division  and  by  them  prob- 
ably sent  to  some  Army  post.    I  recall  a  very  large  modem  kitchen, 


which  came  up  from  some  place  around  Richmond,  a  rather  sizable 
item,  which  is  now  at  the  Old  Soldiers  Home. 

Mr.  Crawford.  Would  the  Accounting  Department  reflect  a  loss 
on  that  transaction? 

Mr.  McDonald.  The  Accounting  Department  gives  us  full  credit. 

Mr.  Crawford.  May  I  ask  this.  Are  your  figures  broken  down  in 
such  a  way  that  you  can  tie  back  the  $12,674,000  to  the  national  banks. 
State  banks,  industrial  banks  and  so  on,  so  you  can  show  the  amount 
of  default  with  reference  to  each? 

Mr.  McDonald.  Yes;  I  can.  I  will  do  it  right  here.  National 
banks  had  a  gross-loss  record  before  giving  efi'ect  to  salvage  of  1.96; 
State  banks  and  trust  companies  1.47;  finance  companies  3.61;  indus- 
trial banks  3.79;  building  and  loan  associations  0.40;  savings  banks 
1.18;  credit  uni  ms  0.45;  and  all  others  1.56,  making  a  gross  loss  record 
of  2.17,  which,  by  reason  of  the  salvage  and  otherwise  disposed  of  prop- 
erty, reduces  the  net  loss  to  1.16. 

Mr.  Crawford.  Did  I  understand  correctly  the  building  and  loan 
institutions  have  a  much  lower  net  ratio  of  loss  than  other  financial 
agencies? 

Mr.  McDonald.  I  noticed  that  myself.  It  is  the  lowest.  The 
credit  unions  are  next. 

Mr.  Crawford.  Would  you  attribute  that  to  the  long  years  of  ex- 
perience in  making  loans  and  the  careful  scrutiny  of  applications  for 
loans  by  the  building  and  loan  associations? 

Mr.  McDonald.  Yes;  I  tliink  that  is  so.  Our  General  Counsel 
just  reminds  me  they  can  only  make  loans  secured  by  mortgages. 

Mr.  Crawford.  If  tlirough  this  agency  we  are  to  make  loans  up  to 
90  percent  of  the  appraised  value  of  the  property,  will  that  not  have  a 
tendency  to  change  the  channel  of  borrowing  away  from  building  and 
loan  associations  to  the  Federal  mortgages  where  you  get  90  percent 
of  the  appraised  value  in  the  form  of  a  loan? 

Mr.  McDonald.  I  think  if  a  90-percent  loan  is  to  be  current  for 
certain  classes  of  people  and  for  certain  properties,  that  a  building 
and  loan  association  for  those  particular  mortgages  would  probably 
want  to  take  insurance  which  they  can  do  at  one-quarter  of  1  percent. 

Mr.  Crawford.  In  other  words  it  either  draws  the  individual  to  the 
Government,  agency  or  forces  the  building  and  loan  to  accept  the 
loan? 

Mr.  McDonald.  That  is  why  the  insurance  is  made  at  that  low 
figure.     It  is  a  protection  to  the  building  and  loan. 

Mr.  Crawford.  Would  the  State  laws  aUow  the  building  and  loan 
to  do  that? 

Mr.  Abner  H.  Ferguson  (General  Coimsel,  Federal  Housing  Ad- 
ministration). In  practically  all  States  they  have  passed  enabling 
legislation. 

Mr.  McDonald.  As  a  matter  of  fact,  Mr.  Congressman,  even  with 
our  80-percent  loans,  we  find  a  great  many  building  and  loan  associa- 
tions do  not  care  to  exceed  a  figure  which  their  directors  prohibit. 

What  percentage  comes  from  the  building  and  loan? 

Mr.  Fisher  (Director  of  Economics  and  Statistics,  Federal  Housing 
Administration).  About  20  percent. 

Mr.  McDonald.  About  15  percent  of  all  of  the  F.  H.  A.  are 
originated  in  the  building  and  loan. 
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Mr.  GiFFORD.  I  want  to  follow  that  up,  because  I  think  it  is  a 
most  important  question.  Is  it  going  to  dry  up  the  business  of  the 
building  and  loan  associations  and  cooperative  banks? 

Mr.  McDonald.  I  should  tliink  it  would  help  them. 

Mr.  GiFFORD.  Unless  they  would  conform. 

Mr.  McDonald.  The  borrower  can  get  it  just  as  well  from  the 
cooperative  banks  or  a  building  and  loan. 

Mr.  GiFFORD.  If  he  gets  it  through  you? 

Mr.  McDonald.  No;  he  goes  to  them. 

Mr.  GiFFORD.  At  present  they  loan  about  60  percent  of  the  ap- 
praised value? 

Mr.  McDonald.  No;  more  than  that,  Mr.  Congressman. 

Mr.  GiFFORD.  In  my  section  it  is  lower  than  that. 

Mr.  McDonald.  They  may  have  as  much  as  $3  Government 
money  in  the  Federal  savings  and  loan  to  $1  of  private  capital  and 
they  can  loan  up  to  80  percent  if  they  choose  without  any  insurance. 

Mr.  GiFFORD  They  can  if  thej^  choose,  but  Mr  McDonald,  pardon 
me,  if  I  say  so,  I  have  17  weekly  newspapers  on  my  desk  every  week. 
I  would  like  to  show  you  an  exhibit  of  those  any  week  We  have  an 
abundance  of  these  associations  that  will  loan  money  on  real  estate 
but  they  have  been  unfortunate  and  they  dislike  to  loan  over  60  or 
70  percent  of  the  appraised  value  of  the  property  so,  when  an  indi- 
vidual wants  a  mortgage  and  can  get  90  percent  he  would  have  to 
come  to  you. 

Mr.  McDonald.  If  they  want  insurance  they  would  have  to  come 
to  us. 

Mr.  GiFFORD.  They  do  not  have  to 

Mr.  McDonald  (interposing).  They  do  not  have  to  make  a  90- 
percent  loan. 

Mr.  GiFFORD.  This  is  a  most  important  question,  the  most  im- 
portant in  the  whole  thing,  what  effect  is  it  going  to  have  on  these 
existing  agencies  now  doing  business? 

Mr.  McDonald.  I  still  believe,  and  I  repeat,  that  any  benefits 
derived  from  the  90-percent  loan  bv  the  home  owner  whereby  he 
may  only  pay  down  10  percent  woula  apply  just  as  much  to  all  other 
agencies  as  it  does  now.  As  a  matter  of  fact  those  same  agencies 
aUow  a  second  mortgage  in  many  instances.  Their  first  mortgage 
may  be  70  percent,  and  they  will  permit  a  second  mortgage  of  20 
percent,  making  the  down  payment  only  10  percent. 

Mr.  GOLDSBOROUGH.  You  spoke  of  benefits  to  be  derived  for  the 
home  owner.  How  would  the  individual  that  originally  puts  up  the 
10  percent  acquire  a  benefit? 

Mr.  McDonald.  He  could  acquire  a  home  and  move  into  it  with  a 
lesser  dowTi  payment  than  he  would  have  to  put  up  otherwise. 

Mr.  GoLDSBOROUGH.  How  does  that  benefit  him? 

Mr.  McDonald.  I  think  that  is  a  sound  loan. 

Mr.  GoLDSBOROUGH.  Assumiug  that  is  true,  why  do  the  loans  have 
to  be  guaranteed  by  the  Government  if  they  are  sound? 

Mr.  McDonald.  You  might  say  that  same  principle  applies  to  all 
insurance.  If  you  have  a  good  house,  why  should  you  insure  it  against 
fire?    We  know  a  certain  number  of  houses  burn  annually. 

Mr.  GoLDSBOROUGH.  If  a  90-percent  loan  was  sound,  why  will  not 
the  banks  loan  90  percent  on  the  mortgage  without  having  the  mort- 
gage guaranteed  by  the  Government? 


Mr.  McDonald.  The  same  thing  was  true  when  we  brought  out  the 
80-percent  loan.     The  making  of  an  80-percent  loan  was  a  new  venture 

in  America.  ,      t 

Mr.  GoLDSBOROUGH.  Do  you  mean  if  you  were  a  lendmg  agency  you 
would  loan  00  percent  without  some  guarantee  or  insurance  from  some 

outside  agency?  *  . 

Mr.  McDonald.  As  a  matter  of  fact  I  would  not,  but  curiously 
enough  I  have  made  a  deep  study  of  what  they  have  been  doing  in 
England.  There,  with  the  tremendous  building  campaign  that  has 
been  going  on  for  10  years,  they  are  loaning  90  percent.  Originally 
on  10  percent  down  payments,  they  asked  for  some  form  of  guarantee 
until  the  loan  was  paid  down.  Now,  they  are  taking  the  loan  without 
any  guarantee  and  they  have  gone  to  a  5-percent  down  payment.  You 
get  back  to  the  principle  which  I  believe  is  sound.  Everybody  knows 
a  10-percent  down  payment  isn't  as  conservative  as  a  20-percent  down 
payment;  nor  is  a  20-percent  down  payment  as  conservative  as  a  30- 
percent  down  payment;  nor  is  a  30-percent  down  payment  as  conserva- 
tive as  a  40-percent  down  payment,  but  when  you  get  into  the  small 
houses  where  a  man  gets  a  home  through  a  monthly  payment  of  in- 
terest and  amortization  of  the  loan,  at  no  more  than  he  will  pay  for 
rent,  he  will  remain  in  that  home  and  continue  to  make  payments  as 
long  as  he  is  employed.  I  think  the  question  of  down  payment  is  not 
so  important  as  the  question  of  a  man's  employment.  We  can  see 
ahead  a  year  or  two  when  a  man  makes  an  application  to  the  K.  H.  A. 
We  can  inquire  if  he  has  been  steadily  employed  and  if  the  concern 
where  he  is  employed  thinks  well  of  him,  and  we  can  see  the  man  along 
for  several  years,  but  after  that  the  general  conditions  of  the  country 
bear  more  weight. 

Mr.  GoLDSBOROUGH.  Of  course  that  is  true.  The  question  is 
whether  the  conditions  of  the  country  can  improve  with  that  burden 
of  debt  loaded  on  the  home  owner.  That  is  the  question  involved, 
whether  you  can  build  up  permanent  prosperity  on  that,  with  such  a 

load  of  debt. 

Now,  if  a  home  owner,  not  the  individual;  suppose  a  home  owner 
cannot  stand  a  90-percent  loan,  all  you  are  doing  is  to  lose  for  him  his 
10  percent  and  you  are  guaranteeing  the  banks  that  they  will  receive 
their  emolument  without  any  risk  and  the  builder  will  receive  his  and 
the  shark  will  buy  the  home  in  and  society  will  hold  the  bag.  That  is 
the  trouble. 

Mr.  McDonald.  I  agree  in  a  great  many  of  the  principles  I  have 
heard  you  express  in  regard  to  thrift  and  so  on.  One  of  the  startling 
things  to  me,  with  every  facility  the  United  States  has  been  able  to 
invent,  such  as  rehabilitation  of  building  and  loan  associations, 
putting  money  in  Federal  loan  associations,  the  home  owners  loan 
insurance  in  the  Federal  Housing  Administration  and  so  on,  with 
hfe-insurance  companies  and  others  loaning  money  at  the  lowest  rate 
the  country  has  ever  known,  nevertheless  there  has  only  been  bought 
in  this  country  during  the  last  2  years  something  like  500,000  homes 
Against  9,000,000  automobiles,  and  the  automobiles  carry  about  the 
same  monthly  payments  as  a  house,  but  in  5  years  the  automobile  is 
on  the  junk  pile  while  the  vines  are  just  beginning  to  grow  on  the 
home. 
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What  we  axe  trying  to  do  is  to  get  people  to  invest  in  homes  and 
furnish  them  a  method  of  saving,  and  at  the  same  time  give  them  a 
better  habitation  than  they  have  had  at  less  monthly  cost. 

Mr.  Ford.  May  I  make  an  observation  there,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Ford.  Mr.  Goldsborough  is  concerned  about  the  90-percent 
debt,  but  if  some  home  owner  or  potential  home  owner  in  paying  rent 
is  not  only  paying  the  5  percent  that  it  would  cost  him  to  buy  a  home 
today,  but  it  would  also  cost  him,  the  interest  plus  taxes  and  all  other 
carrying  charges,  the  owner  of  the  property,  from  whom  he  is  renting, 
and  he  will  be  paying  as  much  or  more  for  the  home  he  is  renting 
than  he  will  if  he  were  buying  under  this  plan. 

Mr.  McDonald.  Yes,  sindeed. 

Mr.  Crawford.  Will  Mr.  Ford  yield? 

Mr.  Ford.  Yes,  sir. 

Mr.  Crawford.  Suppose  he  is  renting  a  $10,000  home  for  $25  a 
month,  $300  a  year. 

Mr.  Ford.  That  is  a  temporary  situation 

Mr.  Crawford  (interposing).  I  know  they  have  been  renting  that 
way  for  several  years. 

Mr.  Ford.  I  have  the  same  situation,  but  I  know  also  that  a  thrifty 
man  who  wants  a  home  can  get  it  under  this  plan  with  a  small  down 
payment,  and  monthly  payments  fixed  not  to  exceed  what  he  formerly 
paid  in  rent,  will  at  the  end  of  10  or  15  years  have  a  home,  whereas 
if  he  pays  his  landlord's  interest  and  landlord's  taxes  in  the  form  of 
rent  he  will  not  have  anything  left  but  a  bunch  of  rent  receipts. 
It  is  this  principle  that  has  encouraged  and  developed  the  building 
and  loan  association  and  has  made  it  for  a  number  of  years  the  principal 
thrift  vehicle  in  this  country,  and  while  I  do  not  know  how  soimd  a 
90-percent  loan  is,  and  no  one  else  does,  I  am  inclined  to  think  if  you 
got  the  right  man  in  a  place  the  90  percent  loan  would  be  as  sound 
as  any  loan. 

Mr.  Goldsborough.  I  have  no  objection  to  the  90-percent  loan 
provided  the  borrower  can  stand  it,  but  I  want  him  to  be  made  secure. 

Mr.  GiFFORD.  May  I  observe  something  about  the  average.  The 
traveler  asked  the  porter  what  the  average  tip  was  and  he  gave  him 
a  dollar,  and  the  porter  said,  ''That  is  the  first  time  I  ever  had  an 
average  tip." 

Mr.  Ford.  I  did  not  use  the  word  "average." 

Mr.  Fish.  May  I  ask  Mr.  McDonald  a  question? 

The  Chairman.  Yes. 

Mr.  Fish.  Mr.  McDonald,  you  are  supporting  the  President's 
program  as  announced  yesterday? 

Mr.  McDonald.  That  is  right. 

Mr.  Fish.  And  if  I  understood  that  message  correctly  he  suggested 
a  reduction  from  5%  percent  to  5  percent  to  the  home  owners  in  the 
amount  of  interest  and  service  charges? 

Mr.  McDonald.  That  is  right. 

Mr.  Fish.  That  is  correct,  is  it  not? 

Mr.  McDonald.  That  is  correct. 

Mr.  Fish.  Now,  I  am  entirely  sympathetic  with  a  proper  and 
adequate  building  program  but  I  cannot  understand  why  we  cannot 
make  that  interest  charge  very  much  less  to  the  prospective  home 
owners.  I  think  one  of  the  main  difficulties  is  to  get  these  proposed 
home  owTiers  to  pay  5  percent  interest  or  even  4}^  percent  interest. 


Why  cannot  the  interest  rates  by  reduced  to  3K  percent  when  these 
banks  and  the  Government  can  get  money  at  3  percent  and  less? 
Why  does  it  have  to  be  more  than  3%  percent,  and  up  to  now  it  has 
been  5  percent  and  under  this  proposed  bill  it  is  4^  percent  or  5. 
Would  that  not  encourage  it  more  than  anything  else  if  the  rate  of 
interest  was  reduced  to  3K  percent? 

Mr.  McDonald.  There  is  no  question  but  what  the  interest  ques- 
tion has  a  very  vital  bearing  on  the  matter.  We  ourselves  would  be 
happy  to  see  it  at  the  lowest  point.  You  know  the  Administration 
does  not  loan  any  money.  It  simply  insures  the  mortgage.  If  we 
make  a  mandatory  rate  so  will  the  various  bankers. 

Mr.  Fish.  Is  this  not  fixing  it  so  the  banks  can  exploit  the  home 
owners?  If  we  guarantee  the  bankers  they  can  get  money  from  the 
Government  at  3  percent  and  less,  why  should  they  charge  as  they 
have  been  charging,  and  what  gets  under  my  skin  is  why  should  they 
charge  5  percent  to  home  owners,  and  if  they  continue  to  charge  that 
I  predict  we  will  not  have  many  home  owners. 

Mr.  Goldsborough.  Wait  a  moment. 

Mr.  Fish.  Bankers  are  not  taking  any  risk.  I  am  trying  to  make 
that  very  simple.  If  I  wanted  to  make  it  complicated  I  would  add  on 
a  half  of  1  percent  for  interest  charges,  a  half  of  1  percent  for  insurance 
guaranty  and  another  half  percent  for  payments  in  advance  of  inter- 
est charges;  but  it  means  you  pay  about  6K  or  7  percent  without 
amortization  charges,  and  I  want  to  make  this  simple,  and  the  interest 
charges  which  have  been  5  percent,  why  cannot  we  do  something  by 
legislation  to  bring  it  down  to  3K  percent  in  promoting  a  building 
program? 

Mr.  McDonald.  Mr.  Congressman,  I  wish  we  could. 

Mr.  Fish.  I  am  putting  it  to  you. 

Mr.  McDonald.  There  is  only  one  way  I  can  think  you  can  do  it 
and  that  is  by  constant  pressure.  If  we  can  get  the  National  Mort- 
gage Association  working  on  a  big  enough  scale  or  in  a  large  enough 
way  so  they  would  be  willing  to  discount  these  mortgages  for  the 

Mr.  Fish  (interposing).  I  am  predicting  right  now  this  whole 
program  is  not  worth  anything  if  you  do  not  bring  it  down  to  Zji  per- 
cent.    It  is  a  waste  of  time,  your  time  and  my  time. 

Mr.  McDonald.  If  we  pass  a  law 

Mr.  Fish  (interposing).  The  President  talks  about  building  and 
brings  in  these  big  officials  and  bankers  to  get  their  cooperation.  I  say 
the  first  essential  in  getting  their  cooperation  would  be  to  loan  money 
at  3  K  percent. 

Mr.  McDonald.  I  think  it  would  be  a  wonderful  thing. 

Mr.  Goldsborough.  These  mortgages  are  guaranteed  100  percent? 

Mr.  McDonald.  Insured  100  percent. 

Mr.  Goldsborough.  Insured  100  percent.  Now,  that  being  true, 
all  these  banks  actually  render  is  a  service.  They  do  not  take  any 
risk.  They  could  afford  to  service  those  mortgages  for  3  or  3}^  percent 
and  make  a  very  nice  profit. 

Mr.  McDonald.  Well,  Mr.  Congressman,  I  do  not  like  to  be  in 
a  position  of  saying  what  a  bank  can  do  or  cannot  do  without  being 
more  familiar  with  a  particular  bank  referred  to  and  the  condition 
it  is  in  and  the  locality  it  is  in.  I  think  if  banks  can  loan  very  large 
sums  of  money  with  very  little  handUng  they  can  do  it  at  a  cheaper 
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rate  than  monthly  mortgages  which  require  a  great  deal  more  book- 
keeping than  a  large  loan. 

Mr.  GoLDSBOROUGH.  The  banks  charge  only  a  rate  of  6  percent? 

Mr.  McDonald.  Yes,  sir. 

Mr.  GoLDSBORouGH.  In  that  charge  is  not  only  involved  carrying 
charges  but  the  risk  they  take  with  the  loan,  and  the  loans  have  to  be 
provided  for  by  the  interest  rate? 

Mr.  McDonald.  Yes. 

Mr.  GoLDSBOROUGH.  My  question  is  when  you  eliminate  all  that 
risk  and  leave  nothing  for  the  bank  to  do  except  service  the  mortgage, 
do  you  not  think  the  average  bank  could  afford  to  loan  this  money  at 
3  or  3}^  percent? 

Mr.  McDonald.  Frankly,  I  do  not  think  they  can.  As  to  the  cost  in 
making  these  small  loans — and  I  will  answer  another  question  at  the 
same  time — we  find  the  monthly  payments  of  our  borrowers  run  from 
$30  a  month  down  rather  than  $30  a  month  up;  $25  would  be  the 
average  monthly  payment.  That  bank  has  to  take  the  $25  a  month 
and  make  a  record,  segregate  the  amount  of  amortization,  make  the 
interest,  fire  insurance  and  other  charges,  and  the  bookkeeping  ex- 
pense in  connection  with  that  little  loan  is  a  gieat  deal  more  than  a 
loan  of  10  times  as  much. 

Mr.  GoLDSBOROUGH.  Supposc  the  loan  was  for  $5,000. 

Mr.  McDonald.  It  would  be  paid  $50  a  month.  You  spoke  also 
of  people  buying  houses  on  10  percent  down.  We  find  a  majority 
today  are  buying  houses  worth  $4,900  or  less  and  paying  for  them 
around  $25  or  less  per  month,  which  we  believe  is  less  than  those  same 
people  could  secure  anywhere  near  as  satisfactory  housing  by  paying 
rent.  That  is  why  if  they  make  a  small  payment  and  have  and  can 
hold  their  jobs,  they  will  undoubtedly  hold  onto  their  houses.  These 
people,  as  you  can  see  by  the  other  chart,  are  getting  $2,500  a  year 
average. 

.    The  Chairman.  What  is  the  general  charge  in  connection  with  the 
interest  rate  under  existing  conditions? 

Mr.  McDonald.  Mr.  Congressman,  I  have  here  a  report  of  the 
Federal  Home  Loan  Bank  Board  Review,  as  of  November  1937, 
page  50. 

The  analysis  shows  of  the  1,129  federals  reporting,  804,  or  71  percent 
were  charging  rates  from  6.3  to  8.7  percent. 

More  than  half  of  the  reporting  federals,  627  out  of  the  1,129,  or 
55  percent,  were  charging  from  6.3  to  7.2  percent,  with  171  federals 
charging  from  7.3  to  8.7  percent. 

With  the  exception  of  one  or  two  States,  more  federals  in  each  of  the 
States  west  of  the  Mississippi  River  are  charging  6.8  to  8.7  percent 
than  are  charging  below  6.3  percent,  and  the  rates  of  the  majority  of 
these  federals  are  from  6.8  to  8.7  percent. 

Mr.  Fish.  W^hat  do  you  mean  by  ''federals"? 

Mr.  McDonald.  Savings  and  loan  associations.  The  United 
States  has  an  investment  in  their  capital. 

Mr.  Fish.  Is  that  the  rate  the  home  owners  are  paying? 

Mr.  McDonald.  That  is  the  rate  the  home  owners  are  paying. 
These  are  Federal  building  and  loan  associations.  As  for  the  State 
building  and  loan  associations  I  have  no  figures. 

The  Chairman.  Do  you  care  to  amplify  your  statements  further 
with  reference  to  interest  rates? 


Mr.  McDonald.  I  would  say  there  has  been  nothing  comparable 
ever  before  in  the  history  of  the  United  States  to  the  rate  placed  as  the 
maximum  by  the  President  of  5  percent  on  these  small  homes. 

Mr.  Fish.  Have  you  ever  studied  the  liistory  of  other  countries* 
building  programs? 

Mr.  McDonald.  I  have. 

Mr.  Fish.  They  are  much  lower? 

Mr.  McDonald.  That  is  true.     Wliat  do  they  charge  in  England? 

Mr.  Fish.  About  3}^  percent. 

Mr.  McDonald.  Four  and  one-half  percent  on  individual  homes, 
but  let  me  assure  you  there  is  a  catch  in  it  because  those  loans  are 
callable  at  any  time  although  written  for  21  years  and  they  are  subject 
to  a  change  in  interest  rate,  depending  upon  the  money  rates  of  the 
Bank  of  England,  whereas  ours,  if  a  man  in  Houston,  Tex.,  or  Salt 
Lake,  or  Boston  makes  a  20-year  loan  and  money  goes  up  he  is  still 

safe. 

Mr.  Fish.  Yes;  but  a  great  many  of  our  figures,  I  have  seen  in 

England  it  is  only  3^. 

Mr.  McDonald.  That  is  public  housing.  We  have  that  in  the 
public  housing  under  the  Wagner-Steagall  bill.  The  bonds  are 
exempt  from  taxation  and  those  bonds  will  be  sold  at  a  rate  around 
3  to  3}^  percent,  even  down  as  low  as  2%.  They  are  Government 
securities  and  are  tax  exempt. 

Mr.  Fish.  May  I  ask  you  what  happens  to  the  money  that  is  paid 
for  the  insurance  of  the  mortgage,  mortgage  insurance?  Is  that  used 
for  the  current  expenses  of  the  Government? 

Mr.  McDonald.  Yes;  some  of  it,  the  expenses  of  the  F.  H.  A. 

Mr.  Fish.  Is  that  in  accordance  with  the  law? 

Mr.  McDonald.  Yes;  would  you  like  to  near  from  our  General 

Counsel? 

Mr.  Fish.  No  ;  I  do  not  want  to  interrupt  you.     I  want  your  advice. 

Mr.  Luce.  You  and  I  nave  watched  the  development  of  the  install- 
ment-buying system  through  the  years  and  we  have  seen  the  things 
change  gradually  until  now  we  see  in  the  newspapers  advertisements 
of  certain  wares  which  say  "no  payment  down"? 

Mr.  McDonald.  That  is  right. 

Mr.  Luce.  I  h^ve  seen  the  same  thing  in  regard  to  savings  banks 
and  cooperative  savings.  Do  you  think  it  is  socially  desirable  that 
men  shall  be  induced  to  incur  debt  when  they  have  no  funds? 

Mr.  McDonald.  Mr.  Congressman,  I  think  I  agree  with  your 
philosophy.  I  think  thrift  is  a  thing  that  is  very  rapidly  getting 
away  from  the  American  people,  and  I  would  like  to  see  a  greater 
encouragement  of  it.  But  I  think  discrimination  should  be  made  as 
to  what  the  purchase  is.  I  think  a  man  should  be  encouraged  if 
possible  to  purchase  a  home.  The  home  is  the  center  of  family  life 
and,  if  a  man  and  his  family  have  interest  in  it,  they  develop  a  home 
love  which  is  an  asset  to  the  country.  The  money  they  would  have 
otherwise  dissipated  in  paying  rent  is  being  saved  by  this  forward 
movement  in  buying  a  house  which  they  take  a  great  deal  of  happi- 
ness and  joy  and  pride  in.  I  think  that  cannot  be  compared  to 
purchasing  an  automobile  or  radio. 

Mr.  McKeough.  Or  a  fur  coat. 

Mr.  McDonald.  Or  a  fur  coat;  yes. 
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Mr.  Luce.  But  you  do  not  catch  my  point.  Should  a  man  that 
has  not  been  thrifty  enough  to  save  be  permitted  and  encouraged  to 
get  money  for  practically  nothing? 

Mr.  McDonald.  No;  I  do  not  think  he  should.  The  F.  H.  A.  is 
careful  in  selection  of  men. 

Mr.  Luce.  The  H.  O.  L.  C.  would  have  foreclosed  by  this  time 
something  like  180,000  mortgages,  mostly  from  men  who  had  no  in- 
tention of  paying  and  who  believed  they  would  never  be  compelled 
to  pay.  Under  those  circumstances  is  a  mere  10  percent  down  pay- 
ment sufficient  to  insure  good  faith  on  the  part  of  the  buyer? 

Mr.  McDonald.  I  tlnnk,  as  I  have  said  before,  that  you  can 
select  your  risk,  and  if  you  can  assume  the  man  is  going  to  be  con- 
tinued to  be  employed,  then  you  can  go  on  that  assumption  and  on 
his  past  reputation  in  the  conununity  and  the  place  where  he  is 
employed,  which  is  all  a  guarantee  of  his  good  faith,  and  it  is  a  wise 
thing  for  the  Government  to  see  that  he  is  in  his  own  home  if  he  is 
in  position  to  make  the  purchase. 

Now,  the  F.  H.  A.  is  very  very  careful  on  that  one  point.  We,  for 
instance,  will  not  accept  a  mortgage  for  insurance  if  the  purchaser's 
income  is  inadequate  to  safely  support  the  monthly  payments  he 
must  make  on  his  home. 

As  a  matter  of  fact,  I  think  our  average  is  about  15  percent  of  the 
annual  income  of  the  families  purchasing  their  own  homes.  We  in 
no  case  wiU  encourage  or  allow  him  to  exceed  20  percent. 

Mr.  Luce.  You  have  a  model  administration  and  I  commend  you 
for  it,  but  another  department  of  the  Government 

Mr.  GiFFORD  (interposing).  Do  you  have  a  copy  of  the  application 
blank  you  furnish  the  borrowers? 

Mr.  McDonald.  We  can  get  it  very  quickly. 

Mr.  Luce.  I  want  to  piu^ue  another  Ime  of  inquiry. 

The  Chairman.  Before  you  do  that  will  you  let  me  interrupt? 

Mr.  Luce.  Yes. 

The  Chairman.  I  think  it  might  be  well  to  call  attention  to  the 
fact  that  the  H.  O.  L.  C.  was  estabhshed  for  altruistic  purposes  and 
to  take  care  of  emergencies  and  it  should  be  separated  from  tne  ordin- 
ary business  loans  in  consideration  of  this  question.  I  just  think  it 
well  to  call  attention  to  that. 

Mr.  Luce.  I  understand  that  and  I  also  read  in  the  President's 
message  that  altruistic  purposes  are  the  real  object  of  this  legislation. 
The  circumstances  appear  to  be  closely  identified.  Now  most  of  the 
questions,  in  fact  all  of  them,  have  been  addressed  to  the  witness  with 
the  interest  of  the  borrower  in  sight.  I  would  like  to  ask  a  question 
or  two  about  the  interest  of  the  lender  for  I  happen  to  be  connected 
with  a  savings  bank,  a  building  and  loan  association,  or  what  we  call 
a  cooperative  bank,  and  a  mutual  life-insurance  company,  and  in  the 
mutual  life-insurance  company  instance,  every  meeting  we  have  held 
now  for  years  has  had  for  its  prime  subject  the  discussion  of  its  real 
estate.  It  now  owns  a  considerable  number  of  houses  which  we  do 
not  want  and  which  we  could  not  help.  We  are  now  trying  to  get  rid 
of  them. 

Now,  the  men  I  am  speaking  for  are  the  little  people  of  the  country 
who  have  life  insurance  for  which  they  pay  15  or  25  cents  a  week,  the 
savings  bank  depositors,  who  are  Uttle  people  and  the  men  who  put 
their  money  into  cooperative  banks.     Now  your  legislation  contem- 


plates the  possibility  of  less  income  for  them.  In  my  own  State,  sir, 
the  savings  banks  are  now  paying  on  an  average  of  2J^  percent  and 
some  are  paying  2  percent,  and  the  savings  banks  prophecy  is  they 
will  all  have  to  go  down  to  2  percent.  Is  it  not  somewhat  one-sided 
to  consider  only  the  borrower  and  not  to  pay  attention  to  the  Httle 
lenders  of  the  country  whose  sums  are  amalgamated? 

Mr.  McDonald.  Yes;  your  point  is  well  taken.  I  think  the  5 
percent  is  equitable  to  both. 

Mr.  Luce.  In  view  of  foreclosures  of  loans  and  maintenance  charges 
and  all  those  things,  the  5  percent  means  nothing  to  the  lender.  They 
are  now  only  getting  2K  percent  for  their  money  because  of  the  dangers 
of  real-estate  investment. 

Mr.  McDonald.  Well,  as  Congressman  Fish,  next  to  you,  observed, 
the  Government  guarantees  they  can  make  themselves  all  insurers. 

Mr.  Luce.  But  the  Congressman  presented  an  argument  directly 
opposed  to  my  line  of  thought.  He  is  thinking  only  of  the  borrower. 
I  am  thinking  of  the  little  lender,  and  I  am  wondering  if  it  would  be 
socially  desirable  to  pass  legislation  which  would  discourage  thrift. 

Mr.  McDonald.  Mr.  Congressman,  I  think  you  are  unnecessarily 
alarmed.  I  think  a  good  many  of  the  lending  institutions  are  taking 
advantage  of  the  F.  H.  A.  insurance  in  your  New  England  territory 
because  I  recall  several  large  Ufe  insurance  companies  up  there  that 
have  purchased  very  sizable  amounts  of  F.  H.  A.  insured  mortgages 
for  the  reason  they  have  what  they  consider  a  satisfactory  return  on 
their  money,  yet  they  divest  themselves  of  the  risk  of  acquiring  the 
properties  which  you  point  out. 

Mr.  Luce.  Now  one  further  question.  How  fast  does  a  house 
depreciate? 

Mr.  McDonald.  I  wish  I  knew. 

Mr.  Luce.  In  other  words  is  it  worth  as  much  6  months  after  it  is 
built? 

Mr.  McDonald.  I  think  you  have  opened  up  a  very  wide  question, 
and  one  of  the  things  this  coimtry  has  suffered  from  is  that  a  house 
will  last  a  great  deal  longer  than  the  neighborhood  wiU  last,  due  to 
improper  placing  of  our  streets  and  the  lajdng  out  of  subdivisions. 
You  will  find  depreciation  of  a  subdivision  long  before  the  houses 
are  going  down  badly.  That  is  one  thii^ — ^if  the  F.  H.  A.  has  done 
nothing  else,  it  has  been  acclaimed  by  the  various  city  planners  and 
real-estate  people,  large  hfe  insurance  companies,  and  lenders  in 
general,  that  so  far  the  F.  H.  A.  is  the  only  agency  that  has  done 
anything  to  contribute  to  the  stabihzation  of  land  and  city  values. 

Mr.  Luce.  I  have  in  mind  that  a  piece  of  property  that  changes 
hands  has  lost  value.  An  automobile,  it  is  said,  loses  value  to  the 
extent  of  $100  after  the  first  drive. 

Mr.  McDonald.  That  is  true. 

Mr.  Luce.  How  soon,  instead  of  having  a  10  percent  backing, 
there  will  be  no  backing  by  reason  of  depreciation? 

Mr.  McDonald.  Well,  of  course,  you  must  remember  the  mortgage 
is  being  paid  off  under  our  plan  every  single  day.  There  is  an  incre- 
ment of  the  amortization  applicable  every  single  day. 

Now  as  far  as  depreciation  is  concerned,  I  think  that  depends  a 
great  deal  upon  conditions.  I  think  it  depends  upon  the  individual 
home  owner.  Some  men  keep  their  property  up.  A  great  many 
even  improve  their  property.     They  plant  shrubs,  have  vines,  and 
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keep  adding  things  from  time  to  time  as  they  have  a  little  money, 
and  if  the  neighborhood  is  properly  supervised  I  cannot  see  why 
these  homes  should  suffer  any  deperciation  during  the  first  5  or  6 
years.  Furthermore,  during  that  time,  a  very  considerable  down 
payment  has  been  made  and  the  equity  of  the  home  owner  increases. 

Mr.  Luce.  You  would  not  pay  as  much  for  a  house  that  has  been 
used  5  years  as  it  cost  originaUy. 

Mr.  McDonald.  That  brings  in  the  subject  of  whether  it  has  been 
taken  care  of.    Perhaps  I  would. 

Mr.  Luce.  Would  you  pay  as  much  for  a  house  5  years  old  as  a 

new  one? 

Mr.  McDonald.  I  might  if  it  were  properly  taken  care  of  and  if 
trees  and  shrubs  had  been  planted.  Very  often  it  takes  that  long 
before  the  property  commences  to  look  like  anything. 

Mr.  McKeough.  It  would  depend  on  the  market. 

Mr.  Luce.  Assuming  the  market  is  the  same  and  you  have  only 
10-percent  backing,  you  are  without  your  backing. 

Mr.  Ford.  It  is  amortized. 

Mr.  McDonald.  It  is  being  paid  off. 

Mr.  Luce.  It  decreased  very  much  faster  than  the  amortization. 

Mr.  McDonald.  That  is  probably  true  if  you  are  writing  it  up  as 
second-hand  property,  but  on  the  other  hand,  if  the  neighborhood  is 
nice  and  increasing  in  popularity  because  of  new  schools  and  churches 
and  the  improvement  of  neighboring  properties  through  proper  plan- 
ning and  planting,  and  so  forth,  we  do  not  think  there  is  any  hazard 
there  at  all. 

Mr.  Luce.  I,  imfortunately,  have  had  the  contrary  experience  so 
much  I  cannot  accept  your  view  for  a  moment. 

The  Chairman.  Is  this  not  true  that  the  longer  a  purchaser  keeps 
a  home  and  makes  installment  payments  the  more  he  begins  to  have 
the  feeling  of  home  ownership  and  the  more  likely  he  is  to  feel  it  is  an 
investment  to  him,  and  feel  an  attachment  to  that  home  with  all  that  it 
may  mean  to  the  head  of  the  family,  and  would  not  those  consider- 
ations enter  into  the  likelihood  of  completing  payment? 

Mr.  McDonald.  I  think  that  is  very  well  put,  Mr.  Chairman. 

Mr.  Luce.  But  foreclosure  is  almost  always  due  to  necessity. 
There  are  pitiful  cases  that  come  to  us  almost  every  day  from  people 
who  love  their  homes  and  would  make  abnost  any  sacrifice  to  keep 

them. 

Mr.  McDonald.  It  may  interest  you  to  know  that  of  a  great  num- 
ber of  the  homes  bought  in  the  last  few  years,  very  few  have  been 
purchased  with  a  down  payment  in  excess  of  10  percent.  I  mean 
homes  imder  $10,000  because  the  original  lender  has  a  first  mortgage 
of  50  to  60  percent  and  there  were  several  other  mortgages,  a  second 
and  third  mortgage,  with  interest  running  all  the  way  from  8,  9,  and 
10  percent,  so  the  risk  in  home  ownership  was  more  hazardous  because 
of  the  tenific  rate  the  owner  had  to  pay.  Our  purpose  is  to  consofidate 
these  loans  so  that  his  down  payment  will  be  no  different  but  his 

interest  will. 

Mr.  GiFFORD.  The  Congressman  has  suggested  these  rental  prop- 
erties. How  about  the  tenant  in  there?  Does  the  90-percent  insur- 
ance apply  where  there  is  a  tenant? 

Mr.  Spence.  What  actuarial  experience  do  we  have  applicable  to 
this? 


Mr.  McDonald.  There  is  none  that  I  know  of.  Dr.  Fisher  have 
you  been  able  to  develop  anything  on  that? 

Mr.  Fisher.  We  have  no  actuarial  data. 

Mr.  Spence.  The  original  bill  provided  that  it  should  not  be  more 
than  1  or  less  than  one-half  percent  as  provided  by  you? 

Mr.  McDonald.  That  is  true. 

Mr.  Spence.  You  fixed  it  at  one  half  of  1  percent? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Spence.  You  intend  to  reduce  the  premium  to  one-quarter  of 
1  percent? 

Mr.  McDonald.  That  is  right. 

Mr.  Spence.  Is  not  the  hazard  increased  twice  as  much  as 
originally? 

Mr.  Fisher.  The  experience  of  life-insurance  companies  shows  that 
for  the  smaller  homes  they  have  less  risk,  and  if  they  are  repossessed 
they  are  readily  sold. 

Mr.  Spence.  When  you  insure  a  mortgage  up  to  90  percent  of  the 
appraised  value,  you  are  not  only  insuring  payment  of  the  mortgage, 
but  you  are  insuring  the  value  of  the  property  and  does  that  not  at 
least  double  the  hazard? 

Mr.  Fisher.  I  wOl  not  say  it  doubles  the  hazard  and  I  will  come 
back  to  your  statement  that  one-quarter  of  1  percent  is  not  adequate, 
and  if  it  is  not,  I  will  say  that  is  the  responsibility  of  the  United 
States. 

Mr.  Spence.  In  your  experience  what  has  been  the  result  of  one- 
quarter  of  1  percent,  has  that  been  adequate? 

Mr.  Fisher.  Our  experience  so  far  has  indicate  that  we  would  be 
able  to  operate  the  Federal  Housing  Administration  on  a  lesser 
premium,  at  a  less  premium  expenditure  than  most  insurance  com- 
panies. Our  research  department  tells  us  that  the  percentage  cf 
premium  varies.  Insurance  companies  use  for  overhead  from  22 
percent,  21  percent  for  a  20-year  life  insurance  policy,  to  77  percent 
for  a  steam-boiler-insurance  policy.  We  figure  we  use  about  18 
percent  of  our  premium  income  over  a  20-year  mortgage.  That  would 
be  about  the  first  2  years'  premium  that  we  would  count  for  ample 
income  to  pay  our  expenses  and  what  the  loss  record  would  be  is  a 
question  of  whether  the  accumulation  of  the  full  18  years  would 
be  sufficient,  depending  entirely  upon  the  condition  of  the  United 
States. 

Mr.  Ford.  The  F.  H.  A.  has  not  been  in  business  long  enough  to 
base  an  accurate  prediction. 

Mr.  McDonald.  We  have  not  been  in  business  long  enough  to  tell. 

Mr.  Fish.  Is  there  anything  in  this  bill  that  frightens  the  coopera- 
tion of  the  building  and  loan  associations? 

Mr.  McDonald.  We  cooperate  very  closely  with  building  and  loan 
associations. 

^   Mr.  Fish.  That  is  an  organization  which  has  had  vast  experience 
m  lending  to  home  owners? 

Mr.  McDonald.  That  is  true. 

Mr.  Fish.  Is  there  not  something  we  can  do  to  secure  their  coopera- 
tion and  make  it  possible  for  them  to  loan  money  at  a  lower  rate  of 
interest? 
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Mr.  McDonald.  If  they  will  use  F.  H.  A.  facilities,  and  a  great 
many  do  on  their  high-percentage  loans,  they  get  in  return  a  mortgage 
loan  that  will  not  carry  the  hazard  of  accumulating  property. 

Mr.  Fish.  How  can  we  reduce  the  rate  of  interest  to  proposed  home 
owners?  If  other  nations  have  done  it,  such  as  Germany,  Belgium, 
England,  and  others,  we  at  least  should  be  able  to  do  it. 

I  want  to  preface  my  remarks  by  saying  this,  I  think  it  is  the  most 
desirable  thing  to  put  American  people  in  their  own  homes  to  combat 
communism  and  radicaUsm,  and  I  will  go  to  any  extent  that  is  reason- 
able, and  I  want  to  find  some  way  to  lower  the  rate  of  interest. 

Mr.  Crawford.  May  I  ask  one  more  question? 

Mr.  Fish.  If  you  can  think  of  any  proposition  or  any  plan  either  to 
help  the  building  and  loan  associations  or  through  this  bill  to  get  money 
at  a  lower  rate  of  interest,  I  hope  you  will  come  back. 

Mr.  Crawford.  In  riding  the  streetcars  and  busses  I  noticed  an 
advertisement  speaking  about  the  help  you  give  to  the  prospective 
builder  or  purchaser  if  he  lets  you  pass  on  it  before  it  is  actually 
built.  I  notice  in  this  new  bill  some  provisions  that  you  will  do 
certain  things  if  you  have  the  privilege  of  approving  the  loan  before 
construction  begins.  If  that  plan  could  be  adopted  on  all  of  this 
work  would  that  not  tend  to  eUminate  a  great  deal  of  this  depreci- 
ation that  has  been  suggested?  ...      ,      ,  .„ 

Mr.  McDonald.  That  is  true,  Mr.  Congressman,  it  is  in  the  biU. 
We  will  only  insure  newly  constructed  residences  where  we  have  an 
opportunity  of  inspecting  them  before  they  are  completed.  That  is 
to  be  certain  they  are  built  soundly  and  well. 

Mr.  Crawford.  Would  you  desire  to  have  put  in  the  bill  a  proviso 
that  you  shall  have  something  to  say  about  where  these  places  shall 
be  located  before  you  will  insure  them? 

Mr.  McDonald.  We  do  that  too.  We  are  very  strict  on  what  we 
call  lot  coverage.  We  want  well-developed  and  well-built  houses  on 
town  lots  and  not  jammed  up  with  insufficient  Hght.  In  fact  there 
are  some  towns  where  we  have  done  very  Uttle  business  at  all  because 
of  the  fact  they  insist  on  clinging  to  the  old  row  houses. 

Mr.  GiFFORD.  Is  there  anything  in  your  appUcation  blank  that 
ties  a  man  up  so  that  he  cannot  rent  his  house? 

Mr.  McDonald.  After  he  has  made  his  application? 

Mr.  GiFFORD.  Suppose  he  occupied  it  for  10  days  and  decided  to 

rent  it?  ,  ,  •!  ^i.       • 

Mr.  McDonald.  The  law  says  nothing  about  that  and  there  is  no 

administrative  rule  at  the  present  time. 

Mr.  GiFFORD.  I  do  not  want  to  ask  the  question  in  such  a  way • 

Mr.  Hancock  (interposing).  Ninety-percent  insurance. 

Mr.  Abner  H.  Ferguson.  Under  this  90-percent  mortgage  provi- 
sion it  provides  the  mortgagor  shall  be  the  owner  and  occupant  of 
the  property,  and  at  the  time  of  insurance,  shall  have  paid  on  account 
of  the  property  at  least  10  percent  of  the  appraised  value  in  cash  or  its 
equivalent,  and  the  property  shall  have  been  approved  for  mortgage 
insurance  prior  to  the  beginning  of  the  construction  of  the  dwelling. 

Mr.  McKeough.  Does  that  apply  to  $6,000? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  GiFFORD.  What  has  that  to  do  with  the  tenants? 

Mr.  Abner  H.  Ferguson.  We  can  only  control  the  status  of  the 
property  at  the  time  we  write  the  insurance. 


The  Chairman.  Mr.  McDonald,  I  want  to  bring  out  one  point  I 
think  should  be  emphasized  in  this  discussion  and  that  is  there  is  no 
mandatory  provision  in  this  law  requiring  you  to  insure  mortgages  up 
to  90  percent.  As  a  matter  of  fact,  you  pass  on  each  individual  mort- 
gage with  all  the  circumstances  never  forgetting  the  character  of  the 
occupant. 

Mr.  McDonald.  That  is  precisely  true,  and  furthermore  in  making 
loans  we  take  carefully  into  consideration  the  age  of  the  applicant. 

The  Chairman.  But  never  forgetting  the  character  of  the  mort* 
gagor. 

Mr.  McDonald.  But  never  forgetting  the  character  of  the  mortga- 
gor and  his  position  in  his  community. 

Mr.  McKeough.  May  I  ask  a  question  right  there? 

The  Chairman.  Yes,  sir. 

Mr.  McKeough.  Based  on  your  experience  and  the  mortgages  you 
have  accepted,  what  percentage  of  applications  have  been  turned 
down? 

Mr.  McDonald.  I  will  tell  you  that  precisely.  We  have  selected 
for  appraisal  322,651  mortgages  so  far.  When  I  say  "selected  for 
appraisal''  I  mean  that  we  thought  sufficiently  well  of  those  mortgages 
to  believe  they  would  pass  or  had  a  very  good  chance  of  passing 
because  when  a  mortgage  is  brought  into  our  office  it  is  given  a  careful 
office  appraisal.  Frequently  a  member  of  the  staff  gets  in  an  auto- 
mobile, goes  out  and  looks  the  situation  over  and  comes  back  saying^ 
"We  cannot  handle  it."  We  make  no  charge  for  that  appraisal. 
On  the  other  hand,  if  it  looks  as  if  it  will  pass  and,  as  often  happens^ 
those  suburban  developers  bring  us  a  plan  to  develop  a  piece  of  land 
with  from  five  to  seven  hundred  homes,  we  examine  it  carefully,  and 
say  "If  you  will  plan  the  streets  and  houses  in  this  way  or  that  way, 
we  will  insure  it  all."     We  ask  them  to  pay  our  appraisal  fee. 

We  have  as  of  October  31,  1937,  accepted  fees  on  $1,329,000,000 
worth  of  property  and  of  this  only  $234,000,000  was  rejected.  It 
does  not  necessarily  folloi^  that  we  rejected  the  property  because  of 
some  fault  or  defect,  but,  as  oftentimes  happens  where  large  suburban 
developments  have  our  approval,  they  will  pay  to  have  an  F.  H.  A. 
approval  on  the  project  but  will  not  insure  the  mortgage,  because  a 
man  may  pay  cash  and  another  man  may  pay  half.  Sometimes  the 
building  and  loan  does  not  think  it  is  necessary  to  insure  the  mortgage 
and  some  bank  may  make  a  loan  because  they  say,  "We  know  that 
fellow  well  and  we  will  not  require  insurance."  We  do  get  paid  for 
inspection  and  approval  of  the  property,  and  on  each  one  of  those  new 
structures  built  our  men  go  out  and  make  three  complete  inspections. 

Mr.  McKeough.  I  understand  the  mechanics.  What  I  wanted 
was  information  whether  your  record  indicates  in  percentage  what 
percentage  of  applications  reached  the  point  of  being  approved  or 
disapproved,  and  what  percentage  were  disapproved? 

Mr.  McDonald.  By  structural  defects? 

Mr.  McKeough.  By  whatever  cause  in  your  judgment  made  it 
necessary  to  disapprove  it. 

Mr.  McDonald.  Thirty-two  percent  were  either  disapproved  or 
failed  of  approval.  I  could  not  exactly  state  the  cause  of  rejection. 
This  32  percent  also  includes  mortgages  still  in  process  of  examination. 

Mr.  Fisher.  Approximately  15  percent  are  rejected,  not  including 
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cases  which  were  withdrawn.     Includmg  withdrawals  the  percentage  is 

19. 

Mr.  McKeough.  What  was  the  primary  cause  for  rejection? 

Mr.  Fisher.  We  cannot  tell  that. 

Mr  McKeough.  Was  there  any  indication  in  your  studies  in  con- 
nection with  the  rejection  that  caused  you  to  be  hesitant  to  guarantee 
the  mortgage  if  one  that  you  serviced  (the  mortgagor)  was  over  40 
years  of  age  at  the  head  of  a  family?  ,  ,    i  / 

Mr.  Fisher.  We  have  not  made  a  break-down  of  the  reasons  for 

Mr.  McKeough.  In  other  words  your  statistics  have  not  been 
developed  in  any  way  to  show  that  among  the  reasons  for  disapproval 
is  that  industries  are  reluctant  to  employ  anyone  over  40  years  of  age? 

Mr.  Fisher.  No;  we  have  no  such  statistics. 

Mr.  McKeough.  In  other  words,  that  has  not  come  to  your  atten- 
tion? .,11.- 

Mr.  Fisher.  We  are  prepanng  such  a  tabulation  now. 

Mr.  McKeough.  That  has  not  developed  to  the  point  that  you  can 
offer  anything  to  the  committee  in  connection  with  the  proposed  new 

low' r 

Mr.  Fisher.  There  is  nothing  we  can  give  you  statistically,  but 
we  can  tell  you  as  a  matter  of  general  information  that  the  causes  of 

reiecLion  vary  widely.  ...  u 

x\lr.  McKeough.  Is  there  some  particular  major  factor  you  have 

recognized  in  your  study? 

Mr.  Fisher.  There  is  nothing  that  stands  out.  Ihere  is  no 
particular  item  that  stands  out  in  our  experience.  It  may  be  the 
location  of  the  property.  It  may  be  in  some  cases  the  age  of  the 
borrower  and  the  probability  that  he  will  not  be  able  to  carry  through 
the  mortgage  to  its  end.  It  may  be  the  proportion  of  the  mortgage 
to  the  value  of  the  property.  In  many  cases  we  have  had  to  reject, 
but  we  have  made  a  counter  proposition  that  instead  of  insuring  for 
80  percent  on  that  mortgage  we  would  insure  it  for  70  percent. 

Mr.  McKeough.  Has  your  study  developed  this  observation: 
Tnat  those  you  have  approved  have  an  average  income  of  say  $2,000 
or  $2,100  or  $2,300  or  $2,900,  what  is  your  average  income  of  those 
borrowers  that  you  have  approved? 

Mr.  McDonald.  The  average  is  between  $2,000  and  $2,500  per 

year 


year 


'C4J.   •  . 

Mr.  McKeough.  The  average  is  between  $2,000  and  $2,500  per 

Mr.  McDonald.  There  is  the  chart  showing  the  distribution  of 

income.  .,.,..        ^    ,  .  , ,.       i     •  i 

Mr.  McKeough.  So  that  the  possibilities  of  tins  enabhng  legisla- 
tion which  you  are  now  here  recommending  we  consider  and  adopt 
will  have  very  httle  effect  insofar  as  it  relates  to  the  benefit  of  the  great 
ma  s  of  iiMlustrial  workers  of  the  Nation  in  that  their  income  as 
usually  based  on  the  statistics  of  the  Labor  Department  is  consider- 
ably le^s  than  the  average  of  $2,000  a  year;  is  that  a  fair  conclusion? 
Mr.  McDonald.  The  reason,  Mr.  Congressman,  why  I  referred  to 
that  distribution  of  income  is  that  the  average  income  is  probably 
deceiving  in  that  it  weighs  heavily  against  the  liigh  income.  A  con- 
siderable percentage  of  our  mortgagors  are  receiving  an  income  of 


under  $2,000  and  some  of  them  under  $1,500,  and  we  have  a  few  cases 
in  which  it  is  under  that. 

Mr.  McKeough.  But  your  higher  loans  between  $2,000  and  $2,500 
and  $1,500  and  $2,000,  those  are  the  two  largest  groups.  I  am  con- 
cerned not  so  much  in  the  great  protection  that  is  to  be  set  out  to  the 
lender.  I  differ  from  my  colleague  from  Massachusetts  because  it  has 
been  my  experience  the  lender  needs  very  little  protection  insofar  as 
his  interest  needs  to  be  safe-guarded  by  Government  action.  It  is  the 
borrower  we  are  concerned  with  and  we  are  concerned  with  him 
because  there  has  been  a  great  shortage  of  housing  facilities  in  this 
Nation  in  spite  of  its  being  the  richest  nation  in  the  world,  and  we 
want  to  try  to  help  that.  I  think  that  everybody  on  the  committee  is 
convinced  if  we  can  regenerate  a  construction  program  in  this  country 
we  will  have  gone  a  long  way  to  dispel  the  depression  in  business  and 
stimulate  industrial  activity,  but  more  than  that  we  are  making  it 
possible  for  deserving  citizens  to  own  their  own  homes  and  the  Gov- 
ernment has  an  obligation  to  do  this.  What  I  am  concerned  with  is 
the  $6,000  maximum.  I  can  not  visualize  that  that  $6,000  would  be 
of  any  avail  particularly  in  my  city  of  Chicago,  because  both  material 
and  labor  cost  will  be  substantially  higher. 

As  I  see  the  situation  as  appUed  to  the  construction  of  new  homes  in 
my  city,  particulary  when  I  know  the  average  income  there  as  reflected 
by  the  Labor  Department  statistics  is  lower  than  shown  here — I  share 
the  views  of  Mr.  Fish,  of  New  York,  that  the  interest  rate  is  the  thing 
that  stymies  and  prevents  people  from  owning  their  homes,  and  the 
thing  that  encourages  me  is  that  in  spite  of  the  great  sacrifices  made 
throughout  the  depression  years  there  is  still  a  great  desire  on  the 
part  of  the  great  bulk  of  our  people  whom  I  think  are  the  best  people 
in  the  world,  to  own  their  own  homes,  and  I  share  the  views  of  Mr.  Fish 
and  I  hope  you  can  come  back  during  these  hearings  and  put  out  ways 
and  means  to  reduce  the  interest  charges  even  though  the  down  pay- 
ment is  10  percent. 

I  am  willing  to  go  to  the  point  of  making  no  requirement  in  order 
that  those  deserving  citizens  of  our  Nation  may  have  their  own 
homes  and  get  the  things  they  should  have,  and  I  heartily  agree  with 
you,  Mr.  Fish. 

The  Chairman.  Gentlemen,  the  committee  will  stand  adjourned 
until  tomorrow  morning  at  10:30,  at  which  time  Mr.  Jesse  Jones  will 
be  with  us.  Mr.  McDonald  will  resume  his  statement  on  Thursday 
morning. 

(Whereupon,  at  12:30  o'clock  p.  m.,  the  committee  adjourned  until 
10:30  o'clock  a.  m.,  Wednesday,  December  1,  1937.) 
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House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C. 

The  committee  met  at  10:30  o'clock  a.  m.,  pursuant  to  adjaum- 
ment,  Hon.  Henry  B.  Steagall  (chairman)  presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  Reilly,  Hancock,  Williams, 
Spence,  Farley,  Meeks,  Kopplemann,  Ford  of  California,  Brown, 
Clark,  Patman,  McKeough,  Transue,  McGranery,  Wolcott,  Fish, 
Gifford,  Luce,  White,  Crawford,  and  Gamble.  ,  . 

The  committee  had  under  consideration  H.  R.  8520,  the  adminis- 
tration housing  bill. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Jones, 
come  around  please. 

Gentlemen,  I  have  asked  Mr.  Jones,  Chairman  of  the  Reconstruction 
Finance  Corporation,  who  needs  no  introduction  to  this  committee, 
to  discuss  this  bill,  and  Mr.  Jones,  we  shall  be  glad  to  have  you  proceed 
uninterrupted,  if  you  desire  to  do  so,  and  later  the  committee  may  wish 
to  interrogate  you. 

STATEMENT  OF  JESSE  H.  JONES,  CHAIRMAN,  BOARD  OF  DIREC- 
TORS, RECONSTRUCTION  FINANCE  CORPORATION 

Mr.  Jones.  Mr.  Chairman  and  gentlemen,  I  have  no  prepared 
statement.  I  really  came  over  as  a  character  witness  for  Mr.  Stewart 
McDonald.     How^ever,  I  do  not  see  him  here.     [Laughter.] 

The  Chairman.  Mr.  McDonald,  I    think,  is   before   the   Senate 

committee. 

Mr.  Jones.  I  would  prefer  to  reply  to  questions  if  I  could  be  allowed 
to  do  that.  I  have  been  rather  famiUar  with  the  operation  of  the 
F.  H.  A.     We  have  had  a  good  deal  of  business  with  it. 

The  Chairman.  I  want  to  direct  your  attention  to  that  very  phase 
of  this  legislation,  that  is  to  say  we  would  like  to  have  you  tell  us  just 
what  the  R.  F.  C.  has  been  doing  under  the  existing  law  and  what 
change  in  your  service  will  be  accompHshed  by  the  present  proposed 

legislation.  i_    t>   t?  r^ 

Mr.  Jones.  I  think  there  would  be  no  change  as  far  as  the  R.  r .  C 

is  concerned.     I  noticed  in  the  President's  message  he  contemplates 

the  R.  F.  C.  will  buy  stock  in  the  National  Mortgage  Association  up 

to  a  limited  amount.     That  we  can  do  under  authority  we  now  have. 

The  Chairman.  Let  me  ask  you  about  that.     Just  where  do  you  find 

authority  for  the  purchase  of  stock  in  these  associations  at  this  time? 

Mr.  Jones.  We  asked  jou  3  years  ago  to  give  us  authority  to  buy 

stock  in  mortgage  companies  and  national  mortgage  associations  with 
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a  view  to  helping  the  mortgage  situation  and  you  gave  us  the  author- 
ity up  to  the  limit  of  a  hundred  million  dollars.  We  tried  to  get 
mortgage  companies  organized  throughout  the  country,  but  found  no 
private  money  willing  to  go  into  the  business.  We  therefore  organ- 
ized the  RFC  Mortgage  Co.  and  under  that  authority  purchased  its 
stock.  That  company  has  been  making  mortgage  loans  and  pur- 
chasing F.  H.  A.  insured  mortgages. 

Mr.  GoLDSBOROUGH.  You  do  make  loans  through  your  own  mort- 
gage company? 

Mr.  Jones.  We  make  loans. 

Mr.  GoLDSBOROUGH.  What  percentage  of  the  appraised  value  of 
the  property  do  you  loan? 

Mr.  Jones.  It  depends  entirely  upon  the  character  of  the  property 
and  its  earning  power. 

Mr.  GoLDSBOROUGH.  What  would  be  your  range? 

Mr.  Jones.  Sir? 

Mr.  GoLDSBOROUGH.  What  would  be  your  range? 

Mr.  Jones.  Our  range  would  be  from  about  50  to  75  percent. 

Mr.  GoLDSBOROUGH.  You  do  not  take  many  75-percent  mortgage 
loans,  do  you? 

Mr.  Jones.  Sir? 

Mr.  GoLDSBOROUGH.  You  do  not  take  many  75-percent  mortgage 
loans,  do  you? 

Mr.  Jones.  I  doubt  if  we  have.  We  have  had  very  few  applica- 
tions for  mortgage  money  to  build  because  of  the  absence  of  equity 
money.  People  are  not  disposed  to  build  now  because  of  the  many 
tragedies  in  real-estate  operations  in  the  past,  and  though  they  were 
not  as  numerous  or  as  severe  as  the  stock  market  tragedies,  neverthe- 
less the  stigma  seems  to  last  longer. 

Mr.  Williams.  You  make  those  loans  on  all  character  of  buildings? 

Mr.  Jones.  Construction ;  yes,  sir. 

Mr.  Williams.  I  mean  by  that  commercial  as  well  as  residential. 
Do  you  make  them  on  all? 

Mr.  Jones.  Yes;  we  would  like  to. 

Mr.  Williams.  Well,  you  do? 

Mr.  Jones.  We  make  some. 

Mr.  Williams.  What  is  your  interest  rate? 

Mr.  Jones.  Four  and  one-half  percent.  It  was  5  and  we  reduced 
it  to  4M. 

Mr.  Williams.  To  what  extent  have  you  made  loans  on  residential 
construction? 

Mr.  Jones.  We  have  made  no  loans  for  construction  of  small 
residences,  but  we  purchase  F.  H.  A.  mortgages. 

Mr.  Williams.  That  is  on  the  large-scale  housing  projects? 

Mr.  Jones.  On  small  homes. 

Mr.  Williams.  Does  it  apply  also  to  individual  units? 

Mr.  Jones.  We  purchase  F.  H.  A.  mortgages  on  small  units. 

Mr.  Williams.  Small  units? 

Mr.  Jones.  Yes. 

Mr.  Fish.  What  is  the  total  amount  of  loans  on  homes,  apartment 
houses  and  all  construction? 

The  Chairman.  I  understood  Mr.  Jones  to  say  he  had  made  no 
loans  on  homes. 

Mr.  Jones.  Except  the  purchase  of  F.  H.  A.  mortgages. 


The  Chairman.  They  are  guaranteed? 

Mr.  Jones.  They  are  guaranteed  and  we  only  purchase  those  on 
newly  constructed  homes. 

The  Chairman.  And  owner-occupied  homes? 

Mr.  Jones.  Yes,  owner-occupied  homes. 

Mr.  Williams.  I  understood  that  was  your  ploicy,  you  had  no 
applications,  but  y.)u  would  make  the  loans? 

Mr.  Jones.  Yes. 

Mr.  Fish.  Have  you  that  power  to  do  it  now? 

Mr.  Jones.  Yes,  the  RFC  Mortgage  Co.,  may  do  it. 

Mr.  Fish.  And  you  have  not  done  it? 

Mr.  Jones.  We  have  made  very  few  residential  loans  but  have 
purchased  many  F.  H.  A.  mortgages. 

Mr.  Fish.  I  thought  you  had  said  you  had  made  none. 

Mr.  Luce.  Do  you  think  it  would  be  easier,  or  what  reasons  have 
you  for  thinking  that  national  mortgage  associations  can  be  developed 
under  the  proposed  la\v  when  they  were  not  under  the  existing  law? 

Mr.  Jones.  Well,  this  is  a  little  more  liberal  law  than  the  otner. 

Mr.  Luce.  I  do  not  want  to  embarrass  you,  but  do  you  think  national 
mortgage  associations  will  be  formed? 

Mr.  Jones.  I  do  not  know.  None  have  been  and  we  have  offered 
to  match  dollars  with  the  capital  of  the  national  mortgage  associations, 
but  I  think  probably  the  reason  none  have  been  formed,  or  one 
reason,  is  the  1939  limitation.  Do  you  know  what  that  is,  Mr. 
Ferguson? 

Mr.  Abner  H.  Ferguson.  The  guarantee  of  debentures  expires 
on  July  1,  1939. 

Mr.  Luce.  Has  any  man  in  the  financial  world  told  you  he  would 
go  into  this? 

Mr.  Jones.  No;  there  is  no  reason  why  he  should. 

Mr.  Luce.  I  am  asking  you  because  I  have  grave  debts  about  it. 

Mr.  Fish.  May  I  ask  you,  Mr.  Luce,  if  there  is  any  such  thing  as 
a  national  mortgage  association? 

Mr.  Luce.  None  have  been  formed. 

Mr.  Fish.  Mr.  McDonald  said  yesterday  none  existed. 

Mr.  Jones.  He  was  talking  about  the  national  mortgage  associa- 
tion undoubtedly. 

Mr.  Kopplemann.  Do  I  understand,  Mr.  Jones,  under  this  proposed 
act,  that  you  have  money  and  authority  to  make  loans  to  home 
owners? 

Mr.  Jones.  By  the  RFC  Mortgage  Co.;  yes,  sir. 

Mr.  Kopplemann.  And  under  this  proposed  act  as  weU? 

Mr.  Jones.  Yes,  sir. 

Mr.  Kopplemann.  That  is  all. 

The  Chairman.  Mr.  Jones,  at  the  time  the  act  authorizing  the 
R.  F.  C.  to  organize  the  mortgage  company  and  to  subscribe  for 
such  stock  was  approved,  there  had  been  no  provision  for  the  na- 
tional mortgage  association  such  as  is  embodied  in  the  Federal 
Housing  Act,  had  there? 

Mr.  Jones.  It  might  have  been  passed  at  some  session  of  Congress. 

The  Chairman.  Is  there  anything  in  the  law  giving  authority  to 
the  R.  F.  C.  which  would  authorize  the  R.  F.  C.  to  organize  and 
initiate  national  mortgage  associations  as  approved  in  the  Federal 
Housing  Act? 
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Mr.  Jones.  We  can  under  this  law  as  proposed. 

The  Chairman.  I  am  talking  about  the  present  law. 

Mr.  Jones.  I  am  talking  about  the  existing  law;  yes,  sir.  I  do  not 
know  whether  we  could  organize 

The  Chairman  (interposing).  You  have  never  undertaken  that? 

Mr.  Jones.  We  never  thought  it  was  part  of  our  function. 

Mr.  Abner  H.  Ferguson.  Mr.  Chairman,  there  is  specific  author- 
ity in  one  of  the  acts  authorizing  the  R.  F.  C.  to  purchase  stock. 

The  Chairman.  To  purchase  stock? 

Mr.  Abner  H.  Ferguson.  Yes. 

The  Chairman.  That  is  not  what  I  am  talking  about.  I  am  ask- 
ing about  the  authority  of  the  R.  F.  C.  to  organize  national  mortgage 
associations  under  the  National  Housing  Act.  Mr.  Jones  has  already 
told  us  he  had  offered  to  match  dollar  for  dollar,  but  what  I  want  to 
inquire  about  is  whether  or  not  there  has  been  authority  heretofore 
for  the  R.  F.  C.  to  organize  one  of  these  Associations  outright. 

Mr.  Abner  H.  Ferguson.  There  is  no  limitation  in  the  act  as  to 
the  purchase  of  stock  which  the  R.  F.  C.  could  buy. 

The  Chairman.  Let  me  ask  you  this,  you  had  something  to  do  with 
preparing  the  present  bill  before  us? 

Mr.  Abner  H.  Ferguson.  I  drafted  it. 

The  Chairman.  Well,  you  did  see  fit  to  confer  specific  authority 
by  this  bill  upon  the  R.  F.  C.  to  supply  the  stock  of  these  corporations 
in  fuU? 

Mr.  Abner  H.  Ferguson.  Oh,  no;  it  is  not  mentioned  anywhere. 
There  is  not  any  provision  about  the  R.  F.  C.  buying  stock  because 
we  thought  there  was  already  sufficient  provision. 

Mi.  Ford.  May  1  make  an  observation  there,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Ford.  We  gave  the  R.  F.  C.  authority  to  buy  stock  m  national 
mortgage  associations  and  they  found  nobody  to  match  the  mone  s 
and  as  sort  of  a  help  to  get  around  that  they  did  do  something  and 
organized  the  RFC  Mortgage  Co. 

Mr.  Jones.  That  is  right. 

Mr.  Ford.  That  is  the  situation  and  that  authority  exists. 

The  Chairman.  What  I  am  trying  to  make  clear  is  whether  or  not 
under  the  law  conferring  the  authority  upon  the  R.  F.  C.  there  was 
such  authority  to  permit  that  to  be  done. 

Mr.  GoLDSBOROUGH.  Mr.  Ferguson,  while  the  R.  F.  C.  may  pur- 
chase stock  yet  that  would  not  give  the  R.  F.  C.  authority  to  form  a 
company.     That  is  a  different  proposition. 

Mr.  Abner  H.  Ferguson.  Yes,  there  is  no  limitation  on  the  amoimt 
of  stock  they  could  buy. 

Mr.  GoLDSBOROUGH.  They  may  have  authority  to  buy  stock  in 
national  banks. 

Mr.  Abner  H.  Ferguson.  I  think  the  authority  is  limited  to  the 

preferred  capital  stock. 

Mr.  Jones.  What  is  the  purpose  of  your  question? 

The  Chairman.  I  am  mquiring  whether  Congress  had  conferred 
upon  the  R.  F.  C.  authority  to  organize  one  of  these  national  mortgage 
associations,  and  I  do  not  think  we  did. 

Mr.  Jones.  No.  .       r    t>  ti^  n 

Mr.  WoLCOTT.  May  I  suggest  under  the  same  authonty  the  R.  F.  C 

was  set  up,  that  initially  the  RFC  Mortgage  Co.  was  set  up  imder  the 

general  power  granted  to  the  President. 


Mr.  Jones.  I  think  we  could  under  the  law  now  take  the  stock  of 
the  national  mortgage  association,  but  we  have  not  thought  that  we 
should  because  that  was  not  the  purpose  and  intent  of  the  law.  You 
passed  a  law  to  create  machinery  for  private  capital. 

The  Chairman.  That  is  what  I  am  undertaking  to  develop. 

Mr.  Jones.  To  encourage  that  we  undertook  to 

The  Chairman  (interposing).  What  is  the  language  of  the  act? 

Mr.  Abner  H.  Ferguson.  Here  is  the  act,  if  the  committee  please. 
Reconstruction  Finance  Corporation  Act  as  amended  was 
amended  by  an  act  of  Congress  approved  January  1,  1935,  to  read  as 
follows;  this  IS  section  5-C  of  the  act: 

To  assist  in  the  reestablishment  of  the  normal  mortgage  market,  the  Recon- 
struction Fmance  Corporation  may  with  the  approval  of  the  President  subscribe 
for  or  make  loans  upon  the  non-assessable  stock  of  any  class  of  any  national 
mortgage  association  organized  under  title  III  of  the  National  Housing  Act  or  in 
any  mortgage  loan  company,  trust  company,  savings  and  loan  association  or  other 
similar  fanancial  institutions  now  or  hereafter  incorporated  under  the  laws  of  the 
United  States  or  any  State — 

and  so  forth. 

The  Chairman.  That  is  the  authority  the  R.  F.  C.  now  has? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

The  Chairman.  And  you  think  that  is  broad  enough  to  authorize 
them  to  organize  a  mortgage  association? 

Mr.  Abner  H.  Ferguson.  I  certainly  think  so. 

Mr.  Williams.  On  what  theory  do  you  think  that? 

Mr.  Abner  H.  Ferguson.  We  can  form  a  national  mortgage  asso- 
ciation by  naming  five  people  to  form  the  association  and  subscribe  to 
the  stock. 

Mr.  Williams.  I  doubt  that,  under  the  law,  but  even  so,  what  is  the 
authority  for  creating  the  R.  F.  C.  Mortgage  Co.? 

Mr.  Abner  H.  Ferguson.  That  is  another  angle  altogether. 

Mr.  Williams.  I  am  simply  askmg  what  is  the  authority? 

Mr.  Abner  H.  Ferguson.  I  thmk  it  is  the  same  authority. 

Mr.  Jones.  When  was  it  passed? 

Mr.  Abner  H.  Ferguson.  1935. 

Mr.  Williams.  Have  you  any  other  authority  than  just  read  for 
creation  of  the  RFC  Mortgage  Co.? 

Mr.  Abner  H.  Ferguson.  I  do  not  know  anything  about  that     I 

^"li^^^^^^r^^^®^^®^  ^^^  *^®  Reconstruction  Finance  Corporation. 

Mr.  Williams.  I  would  like  to  ask  Mr.  Jones  that  question: 
Upon  what  authority  have  you  oi^anized  the  RFC  Mortgage  Co.? 

Mr.  Jones.  The  authority  you  gentlemen  gave  us  in  1934. 

Mr.  Williams.  Is  that  the  authority  just  read? 

Mr.  Jones.  I  think  you  gave  us  that  authority  in  1934,  it  may  have 
Dewi  m  1935,  to  buy  stock  in  mortgage  companies. 

The  Chairman.  In  other  words,  you  did  not  organize  your  mortgage 
company  under  authority  conferred  in  the  Housing  Act? 

Mr.  Jones.  No. 

Mr.  Williams.  On  what  authority  did  you  organize? 

Mr.  Jones.  The  specific  authority  that  you  gave  us 

Mr.  Williams.  To  organize? 

Mr.  Jones.  To  buy  stock  in  mortgage  companies. 

Mr.  Abner  H.  Ferguson.  That  is  contained  in  this  act. 

Mr.  Jones.  That  is  what  we  did. 

Mr.  Williams.  Did  you  organize  it? 

Mr.  Jones.  We  organized  and  operate  it. 
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Mr.  Williams.  On  the  same  principle  you  now  contend  you  can 
organize  national  mortgage  associations  and  buy  stock  in  it? 

Mr.  Jones.  T  believe  we  could. 

The  Chairman.  As  a  matter  of  fact  you  have  not  passed  on  that 
question. 

Mr.  Jones.  It  has  never  been  suggested  that  we  organize  a  national 
mortgage  association. 

Mr.  Williams.  The  Reconstruction  Finance  Corporation  Mortgage 
Co.  and  the  National  Mortgage  Association,  so  far  as  the  authority 
given  to  the  R.  F.  C,  to  organize  either  are  on  the  same  footing:  In 
other  words,  you  have  the  same  authority  under  the  laws  that  now 
exist  to  organize  a  National  Mortgage  Association  as  you  had  to 
organize  the  RFC  Mortgage  Co.? 

Mr.  Jones.  I  think  so. 

Mr.  Ford.  Under  section  301  (a)  which  is  as  follows: 

The  Administrator  is  further  authorized  and  empowered  to  provide  for  the  es- 
tablishment of  National  Mortgage  Associations  as  hereinafter  provided,  which 
shall  be  authorized,  subject  to  rules  and  regulations  to  be  prescribed  by  the 
Administrator,  (1)  to  purchase,  service  and  sell  first  mortgages  and  such  other 
first  liens  as  are  commonly  given  to  secure  advances  on  real  estate  held  in  fee 
simple  or  under  a  lease  for  less  than  99  years,  under  the  laws  of  the  state  in  which 
the  real  estate  is  located,  together  with  the  printed  instruments,  if  any,  secured 
therebv,  such  mortgages  not  to  exceed  80  per  centum  of  the  appraised  value  of 
the  property  as  of  the  date  the  mortgage  is  purchased,  and  to  make  loans  and 
advances  upon,  and  to  purchase,  service,  and  sell  mortgages  or  partial  interest 
therein,  which  are  insured  under  Section  207  of  this  Act. 

There  you  are  setting  up  national  mortgage  association  authority 
and  the  administrator  is  the  Federal  Housing  Authority. 
Mr.  Jones.  Will  you  read  that  again? 
Mr.  Ford.  It  is  section  301  (a),  as  follows  [reading]: 

The  Administrator  is  further  authorized  and  empowered  to  provide  for  the 
establishment  of  national  mortgage  associations  as  hereinafter  provided  which 
shall  be  authorized,  subject  to  rules  and  regulations  to  be  prescribed  by  the  Ad- 
ministrator (1)  to  purchase,  service,  and  sell  first  mortgages  and  such  other  first 
liens  as  are  commonlv  given  to  secure  advances  on  real  estate  held  in  fee  simple 
or  under  a  lease  for  less  than  99  vears,  under  the  laws  of  the  State  in  which  the 
real  estate  is  located,  together  with  the  printed  instruments,  if  any,  secured 
therebv,  such  mortgages  net  to  exceed  80  percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage  is  purchased,  and  to  make  loans  and  ad- 
vances iipon,  and  to  purchase,  service,  and  sell  mortgages  or  partial  interest  therem 
which  are  insured  under  section  207  of  this  act. 

Mr.  Jones.  That  is  the  1935  act? 

Mr.  Ford.  This  is  the  new  act.  Now  that  gives  the  F.  H.  A. 
Administrator  the  authority  to  do  what  you  now  have  the  authority 

to  do,  in  mv  judgment.  i      ,     .  ,  i- 

Mr.  Abner  H.  Ferguson.  No;  we  can  only  do  it  on  the  applica- 
tion of  private  capital.  You  will  notice  section  301  (b)  provides 
that — 

anv  number  of  natural  persons,  not  less  than  five,  may  apply  to  the  Adminis- 
trator for  authoritv  to  establish  a  national  mortgage  association  and,  at  the  time 
of  such  application,  shall  transmit  to  the  Administrator  articles  of  association, 
signed  and  sealed  bv  each  of  the  incorporators  and  acknowledged  before  a  judge 
of  anv  court  of  record  or  a  notarv  public,  which  shall  contain  (1)  the  name  of  the 
association,  (2)  the  place  where  its  principal  office  or  place  of  business  is  to  be 
located,  and  (3)  such  information  with  respect  to  its  capital  stock  as  the  Adminis- 
trator may  by  regulation  require. 

The  Chairman.  Where,  under  that  provision,  would  the  R.  F.  C. 
find  authority  to  organize  a  national  mortgage  association? 


Mr.  Abner  H.  Ferguson.  The  R.  F.  C.  could  take  five  of  its 
officials,  that  is  the  only  way  they  could  do  it,  take  five  of  its  officials 
and  operate  it  as  a  board  of  directors  representing  the  R.  F.  C,  the 
stockholder. 

The  Chairman.  What  is  the  act  that  authorizes  the  national 
mortgage  association? 

Mr.  Abner  H.  Ferguson.  The  present  act  provides,  and  the 
amendment  is  practically  the  same,  the  Administrator  is  further 
authorized  and  empowered  to  provide  for  the  establishment  of 
national  mortgage  associations  as  hereinafter  provided,  which  shall 
be  authorized,  subject  to  rules  and  regulations  to  be  prescribed  by 
the  Administrator,  (1)  to  purchase  and  sell  first  mortgages  and  such 
other  first  liens  as  are  commonly  given  to  secure 

The  Chairman  (interposing).  You  need  not  read  all  of  that,  but 
that  is  the  authority  for  five  persons? 

Mr.  Abner  H.  Ferguson.  Here  it  says  any  number  of  natural 
persons,  not  less  than  five,  may  apply  to  the  Administrator  for 
authority  to  establish  a  national  mortgage  association  and,  at  the 
time  of  such  application,  shall  transmit  to  the  Administrator  articW 
of  association,  signed  and  sealed  by  each  of  the  incorporators  and 
acknowledged  before  a  judge  of  any  court  of  record  or  a  notary 
public. 

The  Chairman.  Would  you  say  under  that  authorization  five 
natural  persons  to  organize,  that  the  R.  F.  C.  could  go  out  and 
organize? 

Mr.  Abner  H.  Ferguson.  Yes;  I  think  so  undoubtedly. 

The  Chairman.  Do  you  think  we  had  any  such  idea  as  that  in  mind 
when  we  passed  that  law? 

Mr.  Abner  H.  Ferguson.  I  think  you  had  that  idea  in  mind  when 
you  passed  the  act  authorizing  the  R.  F.  C.  to  subscribe  for  stock. 
If  there  is  any  doubt  about  it  I  would  like  to  have  it  cleared  up. 

Mr.  Fish.  I  think  you  put  the  whole  question  very  clearly.  It  is 
debatable  whether  they  have  that  power.  Unless  we  give  them  that 
power  I  doubt  if  any  of  those  private  organizations  will  form.  If  they 
do  not  have  the  power  we  had  better  give  it  to  them.. 

The  Chairman.  The  President  clearly  contemplates  the  R.  F.  C. 
shall  be  given  authority  to  organize  these  associations  and  subscribe 
for  stock,  and  in  addition  to  that  purchase  the  debentures  of  these 
associations  so  that  we  may  be  sure  we  will  not  be  dependent  upon 
private  initiative  and  investment  to  organize  these  associations, 
because  we  have  already  found  the  authority  conferred  for  such 
private  activity  has  proven  disappointing. 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

The  Chairman.  It  was  argued  in  this  committee  at  the  time  that 
we  were  going  to  give  opportunity  for  some  shylocks  to  get  out  and 
organize  these  associations,  but  we  did  not  have  any  such  trouble  as 
that  so  far  and  my  thought  is  if  we  are  going  to  do  what  we  want  to 
do  and  what  we  say  we  are  going  to  do  that  this  bill  should  have  a 
specific  provision  authorizing  the  R.  F.  C.  to  organize  these  associa- 
tions and  subscribe  to  the  stock  and  purchase  debentures. 

Mr.  Abner  H.  Ferguson.  I  quite  agree  with  you ;  and  may  I  make 
this  further  observation,  Mr.  Chairman:  I  do  not  myself  have  very 
much  confidence  in  the  organization  of  national  mortgage  associations 
by  private  capital  until  in  some  way  the  venture  has  been  proved.     I 
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think  if  the  R.  F.  C.  would  organize  one  of  these  associations  it  could 
sell  the  stock  in  the  association  and  we  would  have  private  capital 
operating  these  national  mortgage  associations,  but  the  thing  is  so 
entirely  new. 

The  Chairman.  Nobody  would  accept  our  good  faith  or  protesta- 
tion of  good  faith  in  undertaking  to  render  this  service  to  the  country 
if  we  rely  upon  private  capital,  in  the  Ught  of  our  experience. 

Mr.  Abner  H.  Ferguson.  I  think  so  myself.  There  have  been  a 
number  of  very  serious  difficulties  in  connection  with  the  organization 
of  this  national  mortgage  association,  and  I  think  we  have  remedied 
all  we  have  encountered. 

Mr.  McKeough.  Is  the  remedy  in  your  judgment  the  exception  of 
their  obUgations  from  taxation,  is  that  the  controlUng  remedy? 

Mr.  Abner  H.  Ferguson.  I  think  there  have  been  several.  The 
first  was  the  Hmit  of  July  1 ,  1939.  They  were  not  wilUng  to  put  effort, 
money,  and  time  into  a  corporation  and  get  started  and  have  the  guar- 
anty go  off.  The  next  objection  has  been  these  associations  have 
been  authorized  only  to  issue  debentures  up  to  12  times  their  capital, 
although  they  cannot  have  debentures  outstanding  in  excess  of  the 
amount  of  their  insured  mortgages,  so  their  debentures  are  always 
backed  by  insured  mortgages.  Government  bonds,  or  cash.  Now  we 
have  in  these  amendments  changed  their  rate  to  20  times  the  capital 
which  gives  them  a  larger  spread. 

Mr.  McKeough.  And  the  possibility  of  larger  return  by  tax 
exemption? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  WoLcoTT.  May  I  suggest  that  we  remedy  that  objection  by 
this  new  law,  whereas  national  mortgage  associations  have  to  have 
$5,000,000  paid  in  capital  under  the  old  law,  which  undoubtedly  dis- 
couraged the  idea,  that  is  amended  to  authorize  only  25  percent  of 
paid-in  capital? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  WoLcoTT.  The  R.  F.  C.  can  purchase  the  initial  25  percent 
which  will  allow  them  to  get  started? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  WoLCOTT.  It  seems  to  me  we  are  talking  about  historical 
things  which  will  be  taken  care  of  hj  enactment  of  this  new  law? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  WoLcoTT.  Probably  that  will  give  encouragement  to  private 
capital  to  organize  national  mortgage  associations. 

Mr.  McKeough.  May  I  ask  a  question  there  following  up  my  first 
question? 

The  Chairman.  Yes. 

Mr.  McKeough.  Is  it  your  idea  then  with  this  exemption  for  your 
obligation  the  national  mortgage  association  will  get  a  sufficient 
amount  of  private  capital  to  really  organize? 

Mr.  Abner  H.  Ferguson.  I  think  so.  As  I  said  a  moment  ago,  I 
have  some  doubt  if  we  can  get  private  capital  otherwise. 

Mr.  Luce.  May  I  ask  the  witness  if  any  businessman  has  suggested 
that  he  is  ready  to  go  into  any  of  these  enterprises? 

Mr.  Abner  H.  Ferguson.  I  would  not  say,  Mr.  Luce,  any  business- 
man has  said  they  had  the  money  to  go  in  and  would  put  it  in.  We 
have  had  Uterally  hundreds  of  people  in  to  see  us  since  the  act  was 
passed  and  some  of  them  were  people  who  were  certainly  able  to  put  in 
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any  amount  of  money  they  wanted,  but  when  they  looked  into  the 
thing  they  found  it  was  not  workable.  So,  I  do  not  know  whether 
anybody  came  in  with  a  certified  check  for  $5,000,000  or  anything  of 
that  sort,  but  we  have  had  people  in  by  the  dozens  who  have  been 
financiallv  able  to  go  into  the  thing  and  appeared  to  be  seriously 
interested. 

Mr.  GoLDSBOROUGH.  What  was  it  they  found  was  not  workable 
except  the  dentures  were  only  guaranteed  to  1939? 

Mr.  Abner  H.  Ferguson.  Well  they  found  they  did  not  think  they 
could  work  on  12  times  their  capital  basis,  and  they  found  that  they 
did  not  have  a  sufficient  volume  of  insured  mortgages  outstanding  to 
immediately  fill  their  portfolio  so  they  would  have  their  money  idle 
untU  they  could  get  them.  That  gave  rise  to  the  amendment  which 
changes  the  law  and  permits  organization  of  the  National  Mortgage 
Association  on  25  percent  of  paid-in  capital  but  does  not  permit  them 
to  issue  debentures  until  fully  paid. 

Suppose  the  association  is  formed  with  $2,000,000  capital.  They 
go  out  and  buy  $500,000  worth  of  mortgages  and  then  they  buy 
Another  $500,000  and  pay  in  $500,000,  and  when  they  had  $2,000,000 
they  could  sell  debentures  against  $2,000,000  of  mortgages. 

The  Chairman.  I  want  to  ask  Mr.  Jones  a  question  that  has  a 
little  to  do  with  the  successful  operation  of  this  bHl. 

Is  the  R.  F.  C.  equipped  with  necessary  funds  to  do  this  work  if 
the  authority  is  properly  conferred? 
Mr.  Jones.  Yes,  sir. 

Mr.  Luce.  I  have  gathered  from  time  to  time  that  the  understand- 
ing is  the  R.  F.  C.  was  to  be  a  temporary  organization.  Would  not 
this  legislation  be  one  more  addition  to  make  it  a  permanent  organ- 
ization? 

Mr.  Jones.  Only  to  the  extent  of  this  enterprise. 
Mr.  Luce.  Well,  you  have  an  investment  you  would  have  to  have 
a  working  force,  office  and  other  paraphernalia  and  it  would  inevitably 
become  &  permanent  organization.    Do  you  think  that  is  desirable 
now? 

Mr.  Jones.  I  think  this  legislation  is  desirable. 
Mr.  Luce.  I  have  been  here  long  enough  to  go  through  the  history 
of  the  R.  F.  C.  and  when  the  question  was  raised  as  to  extending  its 
life  it  was  extended  several  years  beyond  the  recommendation  of  the 
Secretary  of  the  Treasury  and  the  President  of  the  United  States. 

Under  those  circumstances  it  seems  to  me  pertinent  to  make  this 
inquiry. 

Mr.  Jones.  I  do  not  beheve  the  investment  in  the  stock  of  a  mort- 
gage association  would  prolong  the  Hfe  of  the  R.  F.  C.  or  keep  it  in 
existence  1  more  day  longer  than  necessary.  We  have  stock  in  5,000 
banks  and  numerous  other  activities,  but  the  administration  of  that 
investment  will  keep  somebody  busy  for  a  good  many  years. 

Mr.  Luce.  That  could  be  turned  over  to  the  Treasm*y  Department. 
Mr.  Jones.  That  could  be  done.     This  is  just  one  more  of  the  many 
things  we  would  have  an  investment  in.     I  am  just  as  anxious  to  get 
out  of  business  as  you  are. 

Mr.  Goldsborough.  What  do  you  think  of  the  probability  of  the 
original  home  owner  who  puts  up  only  10  percent  on  his  home  not 
having  it  sold  from  under  him?    Of  course  I  know  in  some  cases  these 
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homes  will  be  paid  off,  but  I  am  talking  about  the  collective  purchaser 
and  not  the  single  purchaser. 

Mr.  Jones.  I  do  not  think  it  makes  a  great  deal  of  difference 
whether  they  pay  10,  20,  or  30  percent  or  notliing,  and  if  you  make  the 
payment  small  enough — which  the  bill  does — it  will  about  equal  rent. 

Mr.  GoLDSBORouGH.  I  am  talking  about  the  standpoint  of  the 
home  owner. 

Mr.  Jones.  Yes.  I  think  it  makes  no  difference  whether  they  pay 
10  percent,  or  20  percent,  or  30  percent,  or  nothing,  if  the  monthly 
payments  are  something  like  rent.  I  do  not  believe  for  instance  if 
there  were  no  down  payment  or  if  only  10  percent  it  would  make  a 
great  deal  of  difference.  We  have  completed  the  purchase  of  10,935 
F.  H.  A.  loans.  Very  few  are  delinquent.  We  have  only  foreclosed 
on  about  40  and  30  of  them  were  not  well-selected  loans,  but  got  in 
trouble  due  to  some  local  legislation  about  sewerage  or  something 
like  that.  They  do  not  amount  to  very  much,  being  about  $2,000 
apiece.  The  payments  have  been  very  regular.  We  have  agreed  to 
purchase  about  15,700  loans  but  after  the  applicants  got  our  com- 
mitment they  sold  2,353  of  the  mortgages  some  place  else  although 
they  had  paid  us  a  commitment  fee  of  one-half  percent.  We  collected 
something  like  $55,000  in  commitment  fees  on  mortgages  sold  else- 
where. 

Mr.  GoLDSBORouGH.  Mr.  Jones. 

Mr.  Jones.  May  I  finish? 

Mr.  GoLDSBORouGH.  I  tliought  you  had  finished. 

Mr.  Jones.  Of  the  10,935  loans  we  have  1,771  paid  entirely,  or 
we  have  sold  them — one  of  the  two.  We  buy  at  99^2  and  sell  them 
101.  We  have  that  coverage  there  to  take  care  of  the  expense.  I 
do  not  think  we  will  have  any  delinquencies  to  speak  of.  I  tliink 
the  percentage  of  delinquency  will  be  very  small. 

Mr.  GoLDSBOROUGH.  I  do  not  doubt  that  a  moment  and  I  say  this 
in  a  very  compUmentary  sense,  unless  we  have  been  very  much 
misinformed  the  loans  extended  by  the  R.  F.  C.  have  been  rigidly 
selected. 

Mr.  Jones.  Not  these  F.  H.  A.  loans. 

Mr.  GoLDSBOROUGH.  They  are  only  2  years  old. 

Mr.  Jones.  They  are  only  2  years  old  but  for  many  years  I  built 
and  sold  homes  on  the  installment  plan  and  never  lost  a  dollar  on  any 
of  them.  I  do  not  know  whether  we  are  as  frugal  now  as  we  were  25 
years  ago  but  I  have  no  fear  about  this  being  an  expensive  operation 
for  the  Government.  The  only  thing  I  am  afraid  of  is  that  they  will 
not  use  it. 

Mr.  Fish.  You  sav  you  have  enough  money  to  finance  it  ? 

Mr.  Jones.  The  amount  is  limited  to  $50,000,000.  The  President 
said  he  expected  to  ask  the  R.  F.  C.  for  up  to  $50,000,000. 

Mr.  Fish.  Is  that  all  the  money  you  will  pay 

Mr.  Abner  H.  Ferguson.  This  could  continue  under  the  provision 
authorizing  the  R.  F.  C.  to  buy  debentures. 

Mr.  Jones.  I  think,  as  in  the  case  of  the  RFC  Mortgage  Co. 
we  will  start  this  machinery  going.  If  we  cannot  get  anyone  else  to 
organize  a  national  mortgage  association  the  President  will  ask  the 
R.  F.  C.  to  do  it. 

Mr.  Fish.  And  the  most  y.^u  will  put  up  will  be  $50,000,000? 


Mr.  Jones.  We  could  not  go  much  beyond  that  because  we  do  not 
have  the  authority. 

Mr.  Fish.  If  that  is  all  you  are  going  to  put  up,  do  you  not  think 
you  ought  to  have  additional  legislation  to  make  it  possible  to  put 
up  more? 

Mr.  Jones.  No;  we  have  the  legislation. 

Mr.  Fish.  They  limit  you  to  $50,000,000. 

Mr.  Jones.  That  is  the  capital? 

Mr.  Fish.  Yes. 

Mr.  Jones.  If  we  put  up  $50,000,000  and  we  are  fortunate  enough 
to  get  somebody  to  put  up  $25,000,000  and  multiply  that  by  21, 
which  can  be  done  by  selling  Government-guaranteed  debentures 

Mr.  Luce  (interposing).  Are  they  Government-guaranteed? 

Mr.  Jones.  Yes.  . 

Mr.  Luce.  Only  through  insured  mortgages? 

Mr.  Jones.  Yes. 

Mr.  GiFFORD.  Do  you  not  think  under  this  plan  of  insuring  mort- 
gages that  will  dry  up  the  activity  of  the  other  fellow  in  business? 

Mr.  Jones.  I  do  not  think  it  will.  I  do  not  think  that  altogether 
it  will  do  harm  to  the  building-and-loan  associations  and  savings  banks. 

Mr.  Hancock.  Mr.  Jones,  assuming  it  may  be  desirable  for  the 
R.  F.  C.  to  set  up  a  national  mortgage  association,  provided  its  opera- 
tions are  restricted  to  large-scale  projects,  what  is  the  sense  in  one 
governmental  agency  insuring  another  against  loss? 

Mr.  Jones.  You  jfiad  better  answer  that  since  you  are  making  the 
laws. 

Mr.  Hancock.  We  have  not  made  tliis  one  yet.  I  would  like  to 
have  an  answer  to  that,  if  you  have  a  good  one,  because  I  tliink  it  is 
important  before  passing  on  tliis  legislation.  You  see  the  whole 
theory  or  philosophy  of  the  F.  H.  A.  is  there  was  to  be  no  Govern- 
ment lending  but  they  were  simply  to  stimulate  lending  by  making 
it  safer  for  other  agencies  to  furnish  the  money.  And  the  announced 
purpose  of  these  amendments  is  to  encourage  housing  and  home 
owning  through  private  enterprise.  Are  we  doing  that  or  something 
else? 

Mr.  Jones.  The  Government  would  not  insure  our  investment  in 
the  stock. 

Mr.  Hancock.  I  am  talking  about  the  purchase  of  the  insured 
mortgages. 

Mr.  Jones.  We  are  buying  them  and  selling  them. 

Mr.  Hancock.  That  is  exactly  what  I  thought.  You  are  serving 
more  or  less  as  a  broker.  You  are  also  acting  as  a  mortgage-discount 
bank. 

Mr.  Jones.  We  have  sold  about  $7,000,000  of  these  mortgages. 

Mr.  Hancock.  Then  too,  the  fact  that  you  are  able  and  willing  to 
take  them  sort  of  adds  attractiveness  and  strength  to  them? 

Mr.  Jones.  I  do  not  know. 

Mr.  Hancock.  The  public  thinks  so,  do  they  not? 

Mr.  Jones.  I  expect  a  lot  of  people  do. 

Mr.  Hancock.  Mr.  Jones,  I  would  like  to  know  what  is  your 
diagnosis  of  the  economy  of  a  country  whereby  it  is  more  attractive 
usually  for  a  citizen  to  rent  a  home  than  to  own  it.  Wliat  is  wrong 
with  an  economy  that  seems  to  make  it  more  financially  attractive  for 
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its  citizens  to  rent  rather  than  own  homes?    Is  it  building  cost,  lack 
of  easy  terms  and  low-interest  cost  or  what  not? 

Mr.  Jones.  I  am  sorry  but  I  cannot  answer  that. 

Mr.  Ford.  I  would  Hke  to  hear  an  answer  to  that. 

Mr.  Hancock.  I  gladly  yield  to  the  gentleman  from  California. 

ILaughter.]  , ,    .  i_ 

Mr.  Ford.  I  will  tell  you  what  has  been  the  trouble  is  too  much 

interest. 

The  Chairman.  And  too  many  incidental  charges. 

Mr.  Ford.  Plus  incidental  charges  which  have  a  great  deal  to  do 

with  it.  «    mi 

Mr.  Hancock.  All  those  things  enter  mto  the  rent?    The  tenant 

has  to  pay  them  in  the  last  analysis. 

Mr.  GoLDSBOROUGH.  Let  me  ask  one  question. 

The  Chairman.  Let  me  make  this  suggestion  at  this  point  which  I 
think  is  pertinent.  I  do  not  see  anything  unconstitutional  in  the 
mechanics  of  this  bill  insofar  as  one  department  of  the  Govermnent 
attempts  to  insure  another  department  of  the  Government  against 
loss.  The  R.  F.  C.  has  to  act  as  a  substitute  temporarily  for  the  pri- 
vate investor  and  the  buying  contemplated  by  the  R.  F.  C.  will 
inaugurate  and  set  this  machinery  going  so  that  the  investment  will 
be  observed  by  private  enterprise  and  the  purpose  is  to  always  keep 
the  R.  F.  C.  free  from  any  direct  loss,  that*  this  plan  of  temproary 
service  is  included  in  this  bill. 

Mr.  Hancock.  I  was  not  criticizing  that  practice.  I  was  merely 
seeking  light  as  to  its  practical  operations.  But  are  we  not  colHding 
with  the  original  purpose  of  the  F.  H.  A.  I  am  certain  that  we  are 
and  the  public  should  imderstand  it. 

Mr.  Luce.  May  I  shed  a  Uttle  light  on  Mr.  Hancock's  question. 
The  Federal  Mortgage  Corporation  issued  $7,000,000  worth  of  bonds 
and  swapped  them  with  the  Federal  land  bank  for  other  bonds  which 
were  not  guaranteed  and  the  R.  F.  C.  took  quite  a  quantity  of  those 
bonds,  I  think. 

Mr.  Jones.  Yes. 

Mr.  Luce.  So  that  is  a  case  of  one  agency  insurmg  another. 

Mr.  Jones.  We  do  not  have  to  do  it  any  more. 

Mr.  Luce.  What? 

Mr.  Jones.  We  do  not  have  to  do  it  any  more. 

Mr.  Luce.  But  you  did  do  that? 

Mr.  Jones.  Oh,  yes;  in  the  beginning.  ,    ^,      t 

Mr.  Patman.  Mr.  Chairman,  I  would  like  to  ask  Mr.  Jones  a 
question. 

The  Chairman.  Mr.  Patman. 

Mr.  Patman.  It  is  contemplated  this  will  encourage  mass  production 
of  homes  rather  than  individual  building  of  homes. 

Mr.  Jones.  It  should. 

Mr.  Patman.  It  is  contemplated  that  the  mass  producer  can  deal 
directly  with  the  sawmills  and  the  lumber  manufacturers  and  with  the 
manufacturers  of  plumbing  and  heating  material,  with  all  these  differ- 
ent people  in  purcahsing  the  different  commodities  that  go  iuto  making 
the  homes  and  thereby  save  the  middleman's  profit  and  many  other 
expenses  that  are  originally  connected  with  the  building  of  individual 
homes?     Is  that  right? 

Mr.  Jones.  I  think  that  is  part  of  the  theory  of  the  bill. 


Mr.  Patman.  And  it  is  thought  by  doing  that  so  that  homes  can 
be  constructed  at  much  lower  cost.  I  just  wondered,  Mr.  Jones,  if 
we  should  do  it  just  another  way  so  as  to  give  the  same  encourage- 
ment to  local  people.  I  am  apprehensive  if  some  concern  should  go 
to  Houston,  Tex.,  to  engage  in  the  building  of  a  project  embracing  four 
or  five  hundred  homes  and  expect  to  deal  with  people  out  of  Houston, 
Tex.,  all  the  time,  buy  the  lumber  from  some  other  place,  buy  the 
hardware  from  some  other  place  and  the  plumbing  and  electrical 
equipment  from  some  other  place,  and  everything  that  is  needed,  I 
am  just  wondering  what  effect  that  will  have  on  the  local  people,  and 
especially  the  local  dealers.  I  just  wonder  if  something  should  not  be 
done  to  encourage  those  local  people  to  do  it  instead  of  having  some 
large  concern  or  some  outsider  do  it.     Do  you  see  what  I  am  driving  at? 

Mr.  Jones.  I  do. 

Mr.  Patman.  What  do  you  think  of  that? 

Mr.  Jones.  I  think  that  will  be  the  effect  of  this  act. 

Mr.  Patman.  You  think  that  will  be  the  effect  of  this  act? 

Mr.  Jones.  I  do  not  believe  the  mass  producer  will  reap  the  prin- 
cipal benefits  of  this  act. 

Mr.  Patman.  You  do  not  beUeve  that  they  will? 

Mr.  Jones.  No. 

Mr.  Patman.  You  think  the  individuals  will  make  their  own 
contracts  under  this  act  and  deal  with  local  people  entirely? 

Mr.  Jones.  I  think  there  is  plenty  of  competition  all  over  the 

United  States.  .  .        n 

Mr.  Patman.  You  think  there  is  plenty  of  competition  all  over  the 

United  States? 

Mr.  Jones.  Among  the  material  people;  yes,  sir. 

Mr.  Patman.  And  you  think  this  will  encourage  the  building  of 
individual  units? 

Mr.  Jones.  Yes,  sir. 

Mr.  Patman.  As  much  as  it  will  encourage  mass  production? 

Mr.  Jones.  More. 

Mr.  Patman.  It  has  been  suggested  to  me  by  having  mass  produc- 
tion, Uke  some  contractor  was  expected  to  build  some  four  or  five 
hundred  imits  there  in  Houston  and  the  carpenters  and  electricians 
and  plumbers  should  become  just  a  little  bit  unreasonable  about  their 
wages  that  pubhc  sentiment  would  be  against  them  by  reason  of  the 
size  of  the  project  and  the  number  of  people  engaged  in  the  work  and 
the  number  of  people  expecting  to  occupy  the  homes  when  finished 
and  therefore  it  would  be  more  desirable  to  have  mass  production  than 
individual  effort.     Do  you  beheve  that  to  be  true? 

Mr.  Jones.  I  do  not  think  that  will  be  the  effect. 

Mr.  Patman.  You  do  not  think  that  will  be  true? 

Mr.  Jones.  I  do  not  believe  that  will  be  the  effect. 

Mr.  Patman.  I  have  a  list  of  the  independent  people  involved. 

Mr.  Jones.  Yes. 

Mr.  Patman.  There  are  21,000  retail  building  and  matenal  firms 
and  they  employ  101,000  people,  and  31,000  retail  hardware  dealers, 
employing  88,000  people;  sawmills  9,000,  employing  26,000  people; 
heating  and  plumbing  5,000,  employing  21,000  people;  and  then  I 
have  paint,  glass,  wallpaper,  electrical  supplies,  radiators,  household 
appliances,  tools,  and  cabinet  work,  all  of  them  amounting  to  96,922, 
employing  349,000  people  with  an  annual  pay  roll  of  $300,000,000, 
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so  I  am  glad  to  get  assurance  from  you  that  this  legislation  will  not 
have  a  tendency  to  cause  these  peopel  to  be  discriminated  against  and 
that  they  will  be  encouraged  under  this  law  just  as  much  as  the  mass 
producer. 

Mr.  Jones.  I  think  they  will. 

Mr.  Patman.  Mr.  Jones,  of  course  one  of  the  objects  of  this  is  to 
afford  relief,  is  it  not? 

Mr.  Jones.  Yes. 

Mr.  Patman.  One  of  the  principal  objects? 

Mr.  Jones.  Yes. 

Mr.  Patman.  Do  you  not  believe  it  would  be  a  fine  thing  if  this 
Government  would  take  the  billion  two  hundred  million  dollars 
sterile  gold  and  use  it  for  relief  to  go  out  in  the  grass  roots? 

Mr.  Jones.  I  would  not  care  to  enter  a  discussion  of  that  kind 
as  I  have  made  no  study  of  it. 

Mr.  Patman.  If  it  was  used  to  buy  bonds  it  would  increase  the 
excess  or  reserve  of  the  banks,  but  if  used  for  relief  purposes,  even  on  the 
farm  bill,  do  you  not  think  it  would  have  the  effect  of  extending  more 
relief  than  anything  else  that  has  been  done? 

Mr.  Jones.  I  would  not  want  to  attempt  to  answer  you  because 
I  do  not  feel  qualified  to  do  so.  ,  . 

Mr.  Patman.  I  feel  you  are  as  well  qualified  as  any  man  in  America. 

Mr.  Jones.  I  have  made  no  study  of  it  is  what  I  mean. 

Mr.  Patman.  That  is  all  I  desire  to  ask  you. 

Mr.  McKeofgh.  Following  that  line  of  questioning  by  Mr.  Patman, 
this  proposed  bill  has  a  maximum  of  $6,000  on  individual  homes  having 
a  90-percent  mortgage.  From  your  study,  do  you  believe  that  is 
high  enough  to  cover  the  entire  picture  of  a  transcontinental  country 
such  as  this  with  a  view  to  stimulating  the  business  that  we  seek  to 

have  stimulated?  r   !•«.  -^ 

Mr.  Jones.  I  do  not  think  it  makes  a  great  deal  of  difference  it 
you  can  get  80  percent  on  a  home  costing  more  than  $6,000. 

Mr.  McKeough.  On  the  other  hand  we  are  seeking  to  bring  homes 
to  the  mass  workers  and  a  $6,000  maximum  I  think  might  be  somewhat 
rigid  in  certain  cities  such  as  New  York,  Chicago,  and  Philadelphia, 
and  other  largelv  populated  centers,  and  I  wonder  if  you  would  have 
any  objection  to  there  being  some  elasticity  in  the  provision  such  as 
$7^000  to  $7,500  maximum  in  cities  of  500,000  population  or  over? 

Mr.  Jones.  I  think  it  would  make  no  difference.  I  had  nothing 
to  do  with  drawing  the  bill. 

Mr.  McKeough.  I  am  seeking  your  opinion. 

Mr.  Jones.  This  is  a  F.  H.  A.  bill.  I  do  not  think  it  would  be 
seriously  objected  to  if  you  increased  it  some.     It  might  be  helpful. 

Mr.  Wolcott.  To  go  back  to  this  question  of  national  mortgage 
associations,  in  the  law  now  we  provide  for  a  capitalization  of 
$5,000,000  and  we  require  that  all  be  paid  in  cash  or  Government 
securities  and  in  the  amendment  which  is  proposed  we  require  that 
25  percent  of  the  capital  be  paid  in  in  cash  or  Government  securities 
or  first  mortgages  or  such  other  liens  as  are  described  in  section  301 
of  the  act.  That  is  apparently  for  the  purpose  of  inducing  private 
capital  to  come  in  so  that  these  national  mortgage  associations  may 

be  organized. 

Do  you  not  think  that  if  that  is  the  purpose  of  this  amendment  it 
mio'ht  not  be  well  to  reduce  the  required  capital  of  the  National 
Mortgage  Association  to  say  $3,000,000  or  $2,000,000  and  a  half? 


Mr.  Jones.  What  is  it  now? 

Mr.  Ferguson.  It  is  $2,000,000  now.     It  was  reduced  m  1935. 

Mr.  Wolcott.  I  have  a  pamphlet  of  the  laws  here  which  was  issued 
in  1937,  page  42,  subsection  (d)  of  section  301,  title  III,  under  "Na- 
tional Mortgage  Association." 

Mr.  Williams.  The  amendments  are  in  the  back  of  that. 

Mr.  Jones.  I  made  the  suggestion  that  they  make  that  a  little  more 
elastic  as  people  might  not  have  the  cash  or  Government  bonds  but 
may  have  good  first  mortgages,  and  they  should  be  allowed  to  issue 
debentures  against  insured  loans.     I  think  that  is  just  as  sound  and 

as  safe. 
Mr.  Wolcott.  That  is  written  in  here. 
Mr.  Jones.  That  is  one  reason  they  could  not  get  anybody  to 

organize.  •       •       i     j  i 

Mr.  Wolcott.  Now  there  is  a  fundamental  question  involved  here 
in  which  I  have  been  interested.  From  the  statement  the  President 
made  in  his  message  it  appears  that  for  the  7-year  period  preceding 
1930  the  average  annual  construction  was  800,000  units  and  from 
1930  to  1937  the  average  annual  construction  of  units  has  been  only 

180,000.  .         .    , 

Who  furnished  the  capital  and  credits  for  the  construction  of  the 

800,000  units  previous  to  1930? 

Mr.  Jones.  Private  capital. 

Mr.  Wolcott.  What  is  that? 

Mr.  Jones.  Private  investors. 

Mr.  Wolcott.  The  fundamental  question  we  have  to  consider  here 
is  why  private  investors  have  not  furnished  those  same  credits  since 

then.  . 

Mr.  Jones.  There  are  a  good  many  contributing  reasons.  One  is 
the  thing  we  have  referred  to,  the  unhappy  experience  in  mortgage- 
money  lending.  Another  is,  there  is  still  timidity  among  those  with 
capital  to  invest. 

Mr.  Wolcott.  Wliy  is  capital  timid  about  investing? 

Mr.  Jones.  You  tell  me. 

Mr.  Wolcott.  I  do  not  want  to  use  your  expression  as  an  argument 

against  you. 

Mr.  Jones.  I  do  not  mind. 

Mr.  Wolcott.  Was  it  at  Seattle,  Wash.,  that  you  made  the  state- 
ment in  a  speech  that  prosperity  had  returned? 

Mr.  Jones.  I  do  not  claim  to  be  infallible. 

Mr.  W OLCOTT.  Was  it  at  Seattle  you  made  a  speech  in  the  sunmaer 
wherein  you  said  prosperity  has  returned  and  business  is  good  every- 
where? 

Mr.  Jones.  It  was  when  I  made  that  speech. 

Mr.  Wolcott.  I  have  been  told  that  you  made  that  Speech  in  July. 

Mr.  Jones.  I  did  not  speak  in  Seattle.  Probably  I  have  been 
talking  too  much.     I  know  that.     [Laughter.] 

Mr.  Wolcott.  I  do  not  recall  whether  it  was  Seattle  or  not.  I 
may  be  confusing  that  with  a  speech  made  by  Miss  Perkins  for  which 
you  are  of  course  not  responsible,  but  in  that  speech  some  time  this 
summer  you  expressed  yourself  as  optimistic  because  we  had  had  a 
return  of  prosperity  and  business  was  good,  and  as  a  matter  of  fact 
I  inferred  from  your  remarks  that  we  were  in  a  boom  period. 

Mr.  Jones.  Out  of  the  woods. 
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Mr.  WoLCOTT.  I  was  told  that  at  that  time  our  business  was  about 
90  percent  normal  and  the  report  of  the  Federal  Reserve  Board  about 
that  time  disclosed  the  fact  that  the  bank  credit  was  only  about  50 
percent  normal.  Now,  we  may  safely  assume  therefore  that  40  per- 
cent of  our  business  was  being  done  on  Government  manufactured 
credit. 

Mr.  Jones.  A  very  substantial  percentage,    I  do  not  know  what 

it  is  to  be  exact. 

Mr.  WoLCOTT.  I  do  not  pretend  that  those  are  the  actual  figures, 

Mr.  Jones.  Yes.  sir. 

Mr.  WoLCOTT.  Now,  has  it  not  been  apparent  then  that  until 
business  gets  over  this  timidity  and  creates  its  own  credit  to  the 
extent  that  credit  will  continue  to  flow  from  natural  and  normal 
sources  that  the  Government  has  got  to  continue  to  furnish  the 
credits  upon  which  business  does  its  business? 

Mr.  Jones.  I  think  to  a  very  large  extent. 

Mr.  WoLCOTT.  What  can  we  do  to  thaw  out  some  of  this  slushy 
credit  lying  around  in  the  banks  idle?  I  ask  that  because  if  we  can 
do  that  it  probably  will  not  be  necessary  to  extend  the  powers  of  the 
Government  to  extend  credits  which  private  capital  otherwise  should 

extend. 

Mr.  Jones.  I  think  this  is  a  small  step  in  the  right  direction. 

Mr.  WoLCOTT.  It  might  be  a  small  step  in  the  right  direction  but 
the  right  direction  in  the  opinion  of  the  administration  seems  to  be 
we  have  got  to  continue  to  furnish  Government  credit  until  such 
time  as  private  enterprise  is  induced  to  resume  the  furnishing  of 
credits.  That  is  why  I  say  this  question  is  fundamental,  what^^an 
we  do  here  in  Congress  to  mduce  industry  to  create  its  own  credits? 

Now,  we  can  see  the  result  of  doing  business  under  Government 
control  and  on  manufactured  credits.  The  moment  that  the  President 
makes  a  sincere  statement  that  he  is  going  to  balance  the  Budget  there 
is  an  immediate  reaction  in  commodity  prices  and  stock  prices  be- 
cause of  course  if  we  balance  the  Budget  the  balancing  of  the  Budget 
must  be  predicated  upon  withdrawal  of  Government  credits.  In 
other  words,  we  have  got  to  stop  spending  Government  money  to 
create  those  credits. 

I  may  have  been  mistaken,  but  I  have  blamed  the  recession  in  busi- 
ness and  the  drop  in  the  value  of  stocks  to  the  statements  by  the 
President  that  he  was  going  to  balance  the  Budget  which  presupposes 
we  were  going  to  stop  manufacturing  credits,  and  I  think  I  am  justified 
in  that  statement. 

Are  we  not  just  putting  the  cart  before  the  horse  in  this  prticular 
thing?  Can  we  not  accomplish  this  same  purpose  by  holding  out  the 
ohve  branch  to  business  and  give  it  assurance  that  the  Government  is 
going  to  have  from  now  on  a  stable  and  perhaps  more  friendly  poilcy 
concerning  business  relationships,  especially  the  Government's 
attitude  toward  business?  Do  you  not  think  that  if  we  were  to  do 
that  then  we  would  find  it  unnecessary  to  furnish  credit  such  as  we  are 
doing  in  this  bill? 

Mr.  Jones.  I  think  that  there  ought  to  be  a  better  understanding 
between  Government  and  business. 

Mr.  KoppLEMAN.  Louder. 

Mr.  Jones.  Perhaps  I  do  not  want  to  be  too  loud. 


Mr.  WoLCOTT.  I  do  not  want  you  to  commit  yourself  to   any 
program  how  that  should  be  done,  but  if  that  were  done— 
Mr.  Transue  (interposing).  May  I  interrupt? 
Mr.  Jones.  I  have  stated  pubhcly  I  do  not  understand  the  recession 

in  business. 

Mr.  WoLCOTT.  I  hope  I  have  been  able  to  mform  you  somewhat  on 
that  question.     I  say  that  facetiously,  of  course. 

Mr.  Spence.  May  I  interrupt? 

Mr.  JoNEs.  I  would  like  to  make  one  statement.  I  think  the 
Government  can  extend  credit,  I  think  we  have  proved  the  Govern- 
ment can  extend  credit  that  is  not  available  from  private  sources 
without  affecting  the  Budget. 

Mr.  WoLCOTT.  If  credit  is  not  available  from  private  sources  it 
becomes  increasingly  necessary  for  the  Government  to  manufacture 
credit,  and  does  it  not  all  get  back  to  this?  You  have  said  that  busi- 
ness was  timid  about  credit,  about  creating  credit.  Are  they  not 
timid  because  of  the  lack  of  certainty  concerning  governmental 
poUcies  and  is  that  not  due  to  the  fact  that  the  different  agencies  of 
the  Government  have  never  been  able  to  get  together  and  follow  a 

definite  policy? 

When  you  were  making  that  speech  which  I  hope  at  least  reflected 
the  business  conditions  at  the  time  it  was  made,  the  Federal  Reserve 
Board  was  apparently  getting  concerned  about  the  velocity  of  credit 
to  the  extent  they  wre  raising  the  reserve  requirements  to  stop  this 
flow  of  credit.  Although  we  had  not  approached  our  goal  of  1926 
prosperity  we  were  up  to  90  percent  of  it  and  they  were  so  fearful 
we  would  go  way  beyond  that  even  when  we  were  at  90  percent  they 
started  putting  the *^  brakes  on.  Why  was  one  department  of  the 
Government  urging  a  rise  in  prices  as  the  panacea  for  all  our  economic 
ills  and  another  Federal  agency,  through  which  the  banks  have  been 
furnished  these  credits,  putting  the  brakes  on  to  prevent  further  rise 
in  commodity  prices?  As  a  consequence  was  it  not  obvious  the  busi- 
ness reaction  was  ''We  do  not  know  whether  we  are  in  for  another  period 
of  inflation  or  deflation"  and  they  became  static  in  their  planning? 

Mr.  Ford.  May  I  interject? 

Mr.  GoLDSBOROUGH.  Mr.  Crawford  has  been  seeking  recogmtion 

for  some  time. 

Mr.  Crawford.  Mr.  Jones,  you  made  two  very  brief  observations 
which  have  been  touched  on  by  Mr.  Wolcott.  One  was  that  few 
appUcations  had  been  made  because  of  the  hazards  in  the  real  estate 
realm. 

Mr.  Jones.  Yes. 

Mr.  Crawford.  I  do  not  know  whether  you  would  Hke  to  elabor- 
ate on  that  a  little  bit. 

Mr.  Jones.  Mortgage  bonds. 

Mr.  Crawford.  You  have  reference  to  mortgage  bonds? 

Mr.  Jones.  Yes. 

Mr.  Crawford.  There  was  one  other  thought  you  brought  out  that 
I  am  very  much  interested  in  and  I  think  the  country  should  know 
about  it,  and  that  is  the  fact  the  K.  F.  C.  had  demonstrated  that 
credit  can  be  furnished  to  private  industry  without  affecting  the 
Federal  Budget.  Would  you  clarify  that  just  a  Uttle  bit,  because  I 
tlunk  there  are  a  lot  of  people  who  do  not  understand  how  that  can 
be  done. 
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Mr.  Jones.  Well,  the  Government  guarantees  the  Federal  farm 
mortgage  bonds  and  the  H.  O.  L.  C.  and  they  are  behind  the  F.  H.  A. 
There  is  a  contingent  liability.  If  the  agencies  are  properly  admin- 
istered there  is  very  little  loss.  Although  we  have  loaned  $100,000,000 
that  is  regarded  as  an  expenditure  but  I  think  the  loaning  on  security 
should  not  affect  the  Budget. 

Mr.  Crawford.  From  year  to  year. 

Mr.  Jones.  From  year  to  year. 

Mr.  Crawford.  Then  there  is  just  one  other  thought.  That  is 
you  were  expressing  the  thought  a  while  ago  that  this  might  not  work 
out  as  set  forth  in  this  plan,  because  the  people  would  not  go  along 
with  it. 

What  particular  phase  of  this  bill  could  you  point  out  which  in 
your  opinion  will  cause  the  pubUc  to  now  go  along? 

Mr.  Jones.  You  could  not  pass  a  more  liberal  act  than  that.  If 
people  ^all  not  go  along  with  that,  I  don't  think  you  can  do  anything 
else. 

Mr.  Crawford.  In  other  words,  the  liberalism  of  the  bill  is  what 
you  have  faith  in? 

Mr.  Jones.  Yes. 

Mr.  Luce.  One  other  feature  of  the  bill  that  I  tliink  you  have  not 
touched  upon  is  that  the  bill  contemplates  the  Government  taking  a 
hand  in  regulating  the  interest  paid.  What  would  be  in  your  judg- 
ment the  effect  upon  your  institution,  the  R.  F.  C,  if  we  established 
a  precedent  by  legislation,  rates  of  interest? 

Mr.  Jones.  You  mean  by  Congress? 

Mr.  Luce.  Yes. 

Mr.  Jones.  I  think  that  we  prefer  to  fix  our  own  rates.  I  heard 
you  ask  some  question  as  to  interest.  I  wonder  if  that  is  what  you 
had  in  mind? 

Mr.  Luce.  Yes. 

Mr.  Jones.  This  rate  is  around  SYi, 

Mr.  Fish.  Five. 

Mr.  Jones.  I  think  it  is  high  enough. 

Mr.  Crawford.  At  the  present  time. 

Mr.  Jones.  I  think  it  is  high  enoygh  even  taking  into  account 
savings  banks  and  building  and  loan  associations,  I  do  not  believe,  if 
properly  administered,  it  will  be  expensive  to  the  Government. 

Mr.  Luce.  Of  course  you  must  have  gathered  yesterday  my  appre- 
hension as  to  the  effect  of  the  Government  embarking  upon  a  policy 
which  will  endanger  the  prosperity  of  the  thrift  institutions  of  the 
country. 

Mr.  Jones.  I  do  not  believe  this  will  have  that  effect.  Ther^  is  so 
little  difference,  and  after  all  there  is  always  more  fear  in  these  thngs 
than  is  justified. 

Mr.  Luce.  Undoubtedly;  but  the  camel  gets  his  head  under  the 
tent  and  goes  in. 

Mr.  Jones.  He  has  not  done  much  so  far. 

Mr.  Gifford.  Since  we  can  follow  the  corporate-device  method,  the 
Budget  would  not  be  affected.  The  losses  would  not  be  reflected  until 
finally  shown  when  the  corporation  was  dissolved  or  liquidated. 

Mr.  Jones.  That  is  right. 

Mr.  Gifford.  You  have  given  away  perhaps  2 K  billion  dollars. 
What  do  you  think  of  our  being  asked  to  appropriate  the  money  and 
save  this  distorted  picture? 


Mr.  Jones.  You  appropriated  it. 

Mr.  Gifford.  The  Treasury  subscribed  to  500,000,000  stock  and 
took  4,000,000,000  bonds? 

Mr.  Jones.  Yes. 

Mr.  Gifford.  And  that  is  still  carried  as  an  asset? 

Mr.  Jones.  But  you  turned  around  and  gave  2)^  away. 

Mr.  Gifford.  The  Treasury  does  not  reflect  it. 

Mr.  Jones.  I  think  they  do. 

Mr.  Gifford.  If  you  can  find  it  I  will  be  glad  to  see  that. 

Mr.  Jones.  I  think  it  is  reflected. 

Mr.  Gifford.  It  is  reflected  in  one  particular  way,  but  nowhere 
does  it  reflect  the  actual  losses.  The  capital  stock  of  your  concern  is 
worth  nothing. 

Mr.  Jones.  It  is  when  you  give  us  back  the  money  you  have  taken 
away. 

Mr.  Gifford.  Shall  Congress  be  asked  to  put  in  their  Budget  2^ 
billion  dollars? 

Mr.  Jones.  I  think  we  will  be  up  here  talking  to  you  about  it  later. 
I  do  not  think  that  will  affect  the  current  Budget. 

Mr.  Gifford.  We  are  looking  to  the  future. 

Mr.  Jones.  This  is  the  past. 

Mr.  Gifford.  You  have  given  away  our  money. 

Mr.  Jones.  We  did  not  give  it  away.     You  gave  it  away. 

Mr.  Gifford.  You  still  carry  it  as  an  asset. 

Mr.  Jones.  I  do  not  know  whether  it  is  an  asset  or  not.  We  have  it 
charged  up  to  the  individual  members  of  Congress.     [Laughter. [ 

Mr.  Crawford.  On  this  question  Mr.  Luce  asked  and  you  answered 
with  reference  to  5  percent  being  high  enough,  would  there  be  any 
relation  to  refunding  the  present  short-term  obligations  of  the  Treasury 
into  long-term  obligations  and  the  rate  of  interest  likely  to  prevail? 
In  other  words,  suppose  we  converted  15  billion  short  paper  into  long 
paper,  would  that  affect  the  rate? 

Mr.  Jones.  Yes;  make  it  higher. 

Mr.  Crawfop.d.  So  when  that  time  comes  this  5  percent  might  not 
be  reasonably  high? 

Mr.  Jones.  Oh,  no.  I  believe  Government  borrowing  will  go  on 
as  long  as  we  have  a  Government. 

Mr.  Crawford.  In  this  large  volume? 

Mr.  Jones.  I  do  not  see  why  not. 

Mr.  McGranery.  I  just  wanted  to  ask  one  question  in  relation  to 
this  matter  of  interest.  The  Government  has  been  augmenting 
private  loaning  facilities  at  a  rate  under  that  of  private  institutions. 
Do  you  think  that  activity  thus  far  has  resulted  in  a  lowering  of  private 
lending  rates? 

Mr.  Jones.  I  think  it  has  some. 

Mr.  McGranery.  Have  you  any  idea  what  the  result  has  been? 

Mr.  Jones.  No  ;  but  the  rates  are  not  too  low  now. 

Mr.  McGranery.  Would  you  say  they  are  about  the  average? 

Mr.  Jones.  I  could  not  answer. 

The  Chairman.  Mr.  Ford  wants  to  ask  a  question. 

Mr.  Ford.  Mr.  Wolcott  insists  the  present  recession  is  due  to 
Government  interference  with  business. 

Mr.  WoLcoTT.  I  do  not. 

Mr.  Ford.  You  said  there  was  no  confidence  in  the  Government. 
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Mr.  WoLCOTT.  I  insist  the  present  recession  is  due  to  the  threat  of 
the  President  that  he  was  going  to  withdraw  governmental  credits. 

Mr.  Ford.  There  was  no  threat  in  1929  there  was  going  to  be  any 
withdrawal  and  yet  we  all  know  what  happened. 

Mr.  WoLCOTT.  That  is  no  answer. 

Mr.  Ford.  Yes;  it  is. 

Mr.  WoLCOTT.  The  mere  fact  some  Republican,  if  you  want  to 
put  it  that  way,  is  to  blame  for  the  recession  does  not  make  it  any 
different  as  far  as  I  am  concerned. 

Mr.  Ford.  You  are  blaming  it  on  a  Democrat. 

Mr.  WoLCOTT.  I  am  facing  the  conditions  in  1937  and  I  cannot 
answer  for  what  happened  in  1929. 

Mr.  Ford.  There  is  no  parallel. 

Mr.  McKeough.  Mr.  Chairman. 

The  Chairman.  I  just  did  not  want  to  interrupt  this  discussion. 

Mr.  Hancock.  Mr.  Jones,  do  you  think  it  is  sound  business  practice 
to  encourage  a  man  to  purchase  a  home  in  excess  of  $6,000  and  only 
have  a  10  percent  interest  or  equity  in  it?  I  am  thinking  primarily 
of  the  borrowers'  welfare  and  protection  in  asking  this  question, 

Mr.  Jones.  I  think  it  is  a  good  thing. 

Mr.  Hancock.  You  think  it  is  a  good  thing?  Do  you  think  a  man 
who  is  able  to  own  and  maintain  a  home  costing  in  excess  of  $6,000 
should  be  encouraged  to  purchase  with  only  a  10  percent  payment? 

Mr.  JoNEs.  Yes;  that  is  better  than  renting.     I. do  not  think  there 

is  any  harm  in  it.  ,     t»   t^  i-i         i      ^x 

Mr.  Spence.  Where  is  the  law  passed  giving  the  K.  F.  C.  authority 
to  come  to  the  assistance  of  the  National  Mortgage  Association? 
Mr.  Jones.  Have  you  that,  Mr.  Ferguson? 
Mr.  Abner  H.  Ferguson.  It  is  printed  as  an  appendix  to  our  act. 
Mr.  Spence.  It  gives  permission  to  purchase  stock,  does  it  not? 
Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Spence.  Do  you  think  that  might  authorize  you  to  orgamze  a 
Federal  mortgage  association?  .     .  . ,     i 

Mr.  Abner  H.  Ferguson.  I  think  if  we  got  individuals  to  put  in  a 
small  amount  of  money.  .  i     •    j-   -j 

Mr.  Spence.  But  isn't  the  purpose  of  this  thing  to  have  the  individ- 
ual organize  this?  Does  not  the  initiative  come  from  the  local  fellows 
that  want  to  orgamze?  .      .^ 

Mr.  Jones.  We  furnish  most  of  the  money.     We  reqmre  50  percent. 
Mr.  Spence.  The  fact  you  have  the  right  to  purchase  stock  does 
not  give  you  the  right  to  organize.  i.      .     i 

We  in  our  individual  capacities  have  a  right  to  purchase  the  stock, 
but  we  do  not  have  the  right  to  organize  a  corporation. 

Mr.  Jones.  How  does  that  read?  ^  ,       -i 

Mr.  Abner  H.  Ferguson.  The  R.  F.  C.  is  authonzed  to  subscribe 
to  mortgage-loan  organizations  under  title  III.  . 

Mr.  Jones.  That  does  not  mean  we  would  organize  it. 
Mr.  Spence.  It  does  not  mean  you  would  effectively  du*ect  it.    In 
other  words  it  would  be  a  decentralization  of  a  centralized  function? 
Mr.  Jones.  That  is  right.  ,  . 

Mr.  Farley.  I  just  wanted  to  bring  out  this  one  thmg.    Who  faxes 
the  interest  rates  that  the  Government  pays  on  their  bonds? 
Mr.  Jones.  The  Treasury.  ^  ,     .  i  x- 

Mr.  Farley.  The  Treasury  itself?   It  is  not  done  by  any  legislative 

action? 


Mr.  Jones.  No. 

Mr.  Farley.  That  is  just  the  answer  I  would  like.  I  do  not  thmk 
we  ought  to  set  interest  rates  by  legislative  action,  but  I  think  rather 
it  ought  to  be  in  the  hands  of  the  Administration  to  handle  that  as 
the  market  goes. 

Mr.  Jones.  My  understanding  is  you  limit  them,  but  do  not  set 

them.  '  .  « 

Mr.  Farley.  Limit  it  to  5  percent  as  a  maximum? 

Mr.  Jones.  I  think  that  is  about  right. 

Mr.  Farley.  Do  you  think  that  is  the  proper  thmg  to  do? 

Mr.  Transue.  My  question  is  this,  in  addition  to  help.  Would  it 
not  help  to  have  more  cooperation  from  business? 

Mr.  Jones.  Yes. 

Mr.  Transue.  That  is  a  material  thing. 

Mr.  Jones.  It  must  be  material. 

Mr.  Transue.  If  one  has  helped  to  bring  about  the  recession  had 
not  the  other  also  brought  about  the  recession? 

Mr.  Jones.  I  do  not  know  what  part  it  had. 

Mr.  Transue.  I  am  asking  for  your  opinion. 

Mr.  Jones.  I  think  you  have  got  to  have  cooperation  between 
business  and  government. 

Mr.  McKeough.  You  surely  do  not  take  the  position,  Mr.  Jones, 
in  the  light  of  your  wide  experience  as  head  of  the  Reconstruction 
Finance  Corporation  that  anything  the  President  or  the  present 
National  Administration  has  attempted  to  accomplish  has  caused  the 
temporary  recession? 

Mr.  Jones.  No. 

Mr.  McKeough.  On  the  contrary,  I  presume  you  would  be  wiUmg 
to  make  the  statement  it  has  done  everything  possible  within  human 
ingenuity  to  create  a  better  picture? 

Mr.  Jones.  Yes.  . 

Mr.  WoLCOTT.  What  inducement  has  Government  given  to  business 
to  cooperate  at  all?  Just  a  couple  of  weeks  ago  they  were  goi^g  to 
do  something  for  business. 

Mr.  Jones.  I  think  it  has  given  business  a  lot  more  than  I  could 

enumerate. 

Mr.  WoLCOTT.  I  wish  you  would  do  so  because  I  was  foolish  enough 
to  think  I  might  prepare  a  speech  along  that  line. 

Mr.  Jones.  I  will  help  you  prepare  it. 

Mr.  GiFFORD.  Is  it  not  something  like  this,  you  say  to  the  grocer 
"Send  me  two  dozen  eggs  and  if  they  are  good  I  will  send  you  my 
check."  He  says,  *'No,  you  send  me  your  check  and  if  it  is  good  I 
will  send  you  the  eggs."  That  is  about  the  attitude  between  Govern- 
ment and  business  at  this  time.     [Laughter. j 

Mr.  Jones.  That  is  your  question  and  the  answer  to  it. 

Mr.  Transue.  Who  do  you  suggest  throw  the  eggs?     [Laughter.] 

Mr.  GiFFORD.  Everything  has  come  out  as  we  told  you. 

Mr  Fish.  Let  us  get  away  from  this  pohtical  subject.  I  meant 
to  ask  about  the  interest  rates.  I  am  fearful  it  will  come  down  to 
the  question  of  your  estabhshing  the  National  Mortgage  Association 
and  private  capital  may  not  come  into  it,  judging  by  the  past.  If 
you  set  up  a  National  Mortgage  Association  and  put  your  money  in 
it  and  loan  your  money 

Mr.  Jones  (interposing) .  Does  the  law  provide  that? 
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Mr-  Ferguson.  No. 

Mr.  Jones.  We  will  assist  as  far  as  we  can.  I  have  in  mind  also 
other  people  in  the  business,  like  building  and  loan  associations  trying 
to  cooperate  with  the  F.  R.  C. 

Mr.  Fish.  You  built  these  houses.  You  probably  know  more 
about  it  than  all  of  us  on  this  committee,  and  it  is  important  to  keep 
the  interets  rate  as  low  as  possible  if  the  owner  is  to  keep  the  home. 
I  am  very  much  interested  in  getting  the  interest  rate  as  low  as  pos- 
sible.    It  seems  to  me  the  Government  does  not  want  to  make  a  profit. 

Mr.  Jones.  No;  but  it  should  not  take  a  loss. 

Mr.  Fish.  You  can  raise  money  at  3  percent  and  less. 

Mr.  Jones.  That  is  tax-free  money.  This  is  not.  You  can  buy 
a  Government  bond  and  get  about  3  percent.  That  is  no  trouble 
and  no  risk.  If  you  buy  a  small  loan  or  make  a  mortgage  loan  on  it 
costs  money  to  service  it  and  it  costs  money  to  make  it  and  I  think 
if  we  would  get  this  down  to  about  a  5  percent  rate  that  is  as  low 
as  we  ought  to  go. 

Mr.  Fish.  How  much  can  the  Government  get  the  money  for? 

Mr.  Jones.  They  can  get  it  for  3  percent  if  they  borrow  it. 

Mr.  Fish.  If  they  can  borrow  it  at  3  percent  why  should  they  have 
to  dole  it  out  at  5? 

Mr.  Jones.  When  you  put  it  out  in  small  quantities  the  cost  of 
administration  would  probably  be  5.  We  are  operating  on  one-half 
in  the  R.  F.  C.,  but  we  have  had  big  figures.  You  take  a  Nation-wide 
organization  and  I  suspect  it  would  cost  about  1  Yz. 

Mr.  Fish.  We  hope  it  is  going  to  be  enormous.  Suppose  it  goes 
to  three  or  four  billion  dollars,  why  could  you  not  get  that  down  as 
you  do,  under  1  percent?     You  operate  under  1  percent. 

Mr.  Jones.  We  have  volume.  When  you  get  volume  you  can  lower 
the  rate. 

Mr.  Fish.  If  you  have  volume  enough  you  can  get  it  down  to  4. 

Mr.  Jones.  Or  4%. 

Mr.  Fish.  That  is  1  percent.  I  am  willing  to  go  further.  I 
think  the  Government  ought  to  take  a  loss  on  operating  expenses  not 
only  to  put  people  to  work  but  to  put  them  in  their  own  homes,  and 
I  think  you  and  I  agree  that  it  is  a  thing  that  does  more  to  promote 
the  well-being  of  the  country  than  any  other  one  thing. 

Mr.  Jones.  That  is  right. 

Mr.  Fish.  Can  you  make  every  effort  to  get  this  down  to  4  percent? 

Mr.  Jones.  We  are  not  the  operators. 

Mr.  Fish.  You  will  own  one-fifth  of  the  National  Mortgage  Asso- 
ciation. 

Mr.  Jones.  If  we  had  the  limit  it  would  be  the  rate  fixed  in  the  bill 
and  we  would  not  start  under  that  probably. 

Mr.  Fish.  Do  you  know  what  rate  is  fixed  in  the  bill? 

Mr.  Jones.  5  percent. 

Mr.  Fish.  Is  it  fixed? 

The  Chairman.  No. 

Mr.  McGranery.  That  is  the  top  limit,  not  to  exceed  5  percent. 

Mr.  Fish.  That  does  not  mean  it  cannot  be  4  or  5)^? 

Mr.  Jones.  That  does  not  mean  it  cannot  be  4  or  3K. 

Mr.  Fish.  Would  it  not  be  your  desire  to  cut  that  down  to  Z%  or  4? 

Mr.  Jones.  Yes;  but  if  you  tell  me  to  operate  on  my  own  capital 
then  I  have  got  to  get  enough  out  of  it  to  operate. 


Mr.  Fish.  Just  because  we  put  it  5  percent  does  not  mean  it  has 
to  be  5  percent? 

Mr.  Jones.  No. 

Mr.  Fish.  And  if  the  volume  is  enough  you  can  reduce  it? 

Mr.  Jones.  If  the  volume  is  enough  we  can  reduce  it. 

Mr.  Fish.  I  am  hopeful  we  can  get  it  down  to  3  even  if  the  Govern- 
ment pays  some  of  the  cost  of  administration. 

Mr.  WoLcoTT.  Do  you  think  the  5  percent  should  include  service 
charge?  At  the  present  time  we  are  given  to  understand  the  actual 
rate  of  interest  to  the  borrower  is  5.62  percent. 

Mr.  Jones.  Not  under  this  Federal  Housing. 

Mr.  Ford.  That  was  under  title  I. 

Mr.  WoLCOTT.  The  service  charge  made  up  the  difference.  There 
is  a  service  charge — examination  fee,  appraisal  fee,  and  examination 
of  the  abstract. 

Mr.  Hancock.  That  is  one-half  on  title  II. 

Mr.  WoLcoTT.  Do  you  not  think  any  maximum  or  minimum  rate  of 
interest  which  we  put  on  that  should  be  actual  and  include  the  service 
charge? 

Mr.  Jones.  It  includes  the  overhead? 

Mr.  WoLcoTT.  Yes. 

Mr.  Jones.  I  could  not  qualify  on  that. 

Mr.  WoLcoTT.  In  other  words  the  service  fee  could  be  taken  into 
consideration  in  determining  the  amount  to  be  charged  as  interest? 

Mr.  Jones.  I  do  not  know  whether  I  follow  you. 

Mr.  WoLCOTT.  Well,  if  an  examination  fee  we  will  say  of  $25  is 
charged  and  an  appraisal  fee  of  $25,  we  might  use  the  arbitrary  amount 
of  $50? 

Mr.  Jones.  Yes. 

Mr.  WoLcoTT.  Should  that  $50  be  taken  into  consideration  and 
spread  over  the  length  of  the  term  of  the  mortgage  instead  of  compel- 
ling the  home  owner  to  make  immediate  payment? 

Mr.  Jones.  I  expect  that  could  be  covered. 

Mr.  WoLcoTT.  Could  that  be  covered  in  the  rate  of  mterest  charged? 

Mr.  Jones.  I  think  it  could  be  worked  out  in  the  Administration. 

The  Chairman.  Do  you  not  think  it  is  important  that  we  do  not 
hamstring  the  Administration  under  this  act  so  as  to  defeat  the 
purpose  we  have  in  mind? 

Mr.  Jones.  You  want  to  fix  the  maximum? 

The  Chairman.  If  we  fix  it  too  low  we  are  liable  to  defeat  our  plan. 

Mr.  Fish.  Mr.  Jones,  have  you  gone  over  this  act? 

Mr.  Jones.  I  have  not  read  the  act,  but  I  have  read  the  changes 
in  the  act. 

Mr.  Fish.  Do  you  approve  of  this  legislation? 

Mr.  Jones.  Yes. 

Mr.  Fish.  Do  you  think  it  will  accomphsh  the  result  expected  that 
is  to  create  new  homes  in  the  country? 

Mr.  Jones.  1  think  it  will  be  helpful. 

Mr.  Fish.  Are  you  willing  to  say  it  will  be  more  than  helpful?  Do 
you  think  it  will  accomplish  the  results  desired? 

Mr.  Jones.  I  think  I  have  said  as  much  as  I  want  to. 

Mr.  Fish.  Do  you  want  to  make  any  suggestions  in  the  way  of 
amendments  to  this  legislation  that  would  be  helpful? 

Mr.  Jones.  I  would  not  know  how  to  write  it  any  better. 
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Mr.  McKeough.  Will  the  gentleman  yield  right  there? 

Mr.  Fish.  Yes. 

Mr.  McKeough.  I  asked  the  question  earlier  of  you  if  you  thought 
it  might  not  be  well  to  raise  the  maximum  of  $6,000  in  cities  with  a 
population  of  500,000  to  a  higher  figure,  and  as  I  understood  your 
answer,  Mr.  Jones,  you  told  me  you  thought  it  might  be  helpful. 

Mr.  Jones.  Personally  I  see  no  objection,  but  I  would  not  confine 
it  to  the  larger  cities. 

Mr.  McKeough.  There  is  a  distinction  in  cost  between  the  heavier 
populated  cities  and  with  that  in  mind  I  thought  there  ought  to  be  a 
higher  ceiling. 

Mr.  Jones.  That  was  our  experience. 

Mr.  Spence.  Can  you  put  lending  institutions,  insured  under 
title  IV — what  influence  does  the  Administration  here  use  on  lending 
institutions? 

Mr.  Jones.  I  do  not  know  the  exact  mechanics. 

Mr.  Spence.  I  knew  that  was  not  in  your  department  but  I 
thought  probably  you  knew. 

Mr.  Jones.  I  think  they  are  doing  a  pretty  good  job  and  they 
formerly  had  a  good  deal  of  latitude. 

Mr.  Hancock.  Considerable  moral  suasion  is  used  at  times,  is 

it  not? 

Mr.  Spence.  You  know  from  your  experience  in  dealing  with  these 
financial  institutions  they  can  put  them  on  terms  where  they  would 
be  no  advantage  to  them. 

Mr.  Jones.  No. 

Mr.  McGranery.  On  the  matter  of  Federal  land  bank  loans  we 
are  now  charging  3  K-percent  interest,  are  we  not? 

Mr.  Jones.  I  do  not  know. 

Mr.  McGranery.  That  is  the  law.  It  is  3K-percent  interest. 
Inasmuch  as  that  is  the  interest  to  one  group  of  people  for  that  type 
of  loan,  do  you  see  any  reason  why  the  ordinary  terms  of  every  day 
quality  do  not  require  the  same  rate  of  3J^  percent  being  made  avail- 
able to  borrowers  of  the  H.  O.  L.  C? 

Mr.  Jones.  I  do  not  beheve  in  having  any  difference,  but  there 
may  be  a  difference  in  the  administration  of  these  loans.  I  think 
they  operate  through  the  Federal  land  bank. 

Mr.  McGranery.  They  have  no  more  volume  than  H.  O.  L.  C. 

Mr.  Jones.  The  Federal  land  bank  has  3%. 

Mr.  McGranery.  And  they  do  not  have  any  more  volume  than 

H.  O.  L.  C. 

Mr.  Jones.  You  are  talking  about  H.  O.  L.  C? 

Mr.  McGranery.  H.  O.  L.  C,  that  is  right.  In  other  words,  if 
Federal  land  borrowers  are  entitled  to  3K  percent  why  in  heaven's 
name  are  not  H.  O.  L.  C.  people  entitled  to  3K  percent? 

Mr.  Jones.  That  is  a  matter  of  administration.     I  do  not  know. 

The  Chairman.  Gentlemen,  we  will  adjourn  at  this  time  to  meet 
tomorrow  at  10:30  a.  m. 

(Whereupon,  at  12:30  p.  m.,  the  committee  adjourned  until  10:30 
a.  m.,  Thursday,  December  2,  1937.) 
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THURSDAY,  DECEMBER  2,  1937 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

WashingtoUf  D.  C. 

The  committee  met  at  10:30  a.  m.,  pursuant  to  adjourmnent, 
Hon.  Henry  B.  Steagall  (chairman)  presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  Reilly,  Hancock,  Wil- 
liams, Spence,  Farley,  Ford  of  CaUfornia,  Brown,  Clark,  Patman, 
McKeough,  Evans,  Transue,  McGranery,  Barry,  Wolcott,  Fish, 
Luce,  Crawford,  Gamble. 

The  committee  had  under  consideration  H.  R.  8520,  the  Admiknis- 
tration  Housing  bill. 

The  Chairman.  Gentlemen,  the  committee  will  come  to  order. 
We  have  with  ur  Mr.  Eccles  this  morning  who  will  discuss  the  bill. 

Mr.  Eccles,  you  may  proceed.  The  committee  will  be  glad  to  hear 
you. 

STATEMENT  OF  MARRINER  S.   ECCLES,  CHAIRMAN,  BOARD  OF 
GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 

Mr.  Eccles.  I  know  of  no  financial  mechanism  that  is  available, 
or  that  could  be  created  or  enlarged,  that  is  as  well  able  to  take  care 
of  the  adequate  financing  of  the  construction  of  homes  to  rent  and 
homes  to  own,  as  that  provided  under  the  Federal  Housing  Adminis- 
tration law  and  proposed  amendments.  There  has  been  considerable 
said  about  the  high  cost  of  this  type  of  financing.  The  proposals 
under  consideration,  both  through  regulation  and  legislation,  would 
put  a  maximum  interest  rate  of  5  percent. 

It  has  been  said  that  on  account  of  the  Government  guaranty  this 
rate  was  altogether  too  high.  There  is  a  misconception  as  to  the 
Government  guaranty  in  many  quarters.  The  Government  does 
not  guarantee  a  5-percent  mortgage.  If  the  mortgage  defaults  the 
lender  must  foreclose  that  mortgage  at  his  expense  and  deUver  title 
to  the  F.  H.  A.  The  F.  H.  A.  then  gives  the  lender  a  debenture  which 
is  guaranteed  by  the  Government  and  bears  3  percent  interest  so  the 
Government  does  not  guaranty  a  5-percent  obligation;  but  it  finally 
ends  up,  after  the  lender  has  absorbed  the  expense  of  foreclosure,  in 
a  3-percent  guaranteed  debenture. 

Mr.  Hancock.  Who  pays  the  expense  of  foreclosure? 

Mr.  Eccles.  The  lender. 

Mr.  Reilly.  Is  it  added  to  the  final  bill? 

Mr.  Eccles.  No. 

Mr.  Hancock.  That  expense  is  filed  with  the  F.  H.  A.  for  reim- 
bursement, is  it  not? 
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Mr.  EccLES.  He  gets  a  certificate  of  claim  if  the  property  is  sold 
for  more  than  the  amount  of  the  principal  and  the  interest,  which, 
of  course,  is  pretty  remote,  and  I  do  not  think  the  lender  gives  that 
much  attention. 

Mr.  Hancock.  The  reason  I  asked,  I  did  not  think  you  wanted  to 
leave  the  record  in  that  shape. 

Mr.  EccLES.  I  was  thinking  from  the  standpoint  of  practical  pur- 
poses he  is  likely  to  absorb  the  foreclosure  cost  and  any  lender,  I 
am  sure,  would  figure  that  way.  A  5-percent  insured  loan  running 
for  a  period  of  20  years  calling  for  monthly  payments,  it  must  be  rec- 
ognized, is  not  equivalent  to  owning  a  5-percent  bond.  There  is  a 
good  deal  of  expense  attached  to  the  making  of  the  loan  in  the  first 
instance  and  secondly  to  the  collection  over  a  period  of  20  years  in 
small  monthly  payments. 

Mr.  GoLDSBOROUGH.  Now,  Governor  Eccles,  what  is  the  average 
interest  paid  on  Government  bonds? 

Mr.  EccLEs.  Well,  of  course  it  depends  on  the  maturity.  The 
average  yield,  I  think,  yesterday,  on  bonds  ruiming  8  years  or  more 
was  2.57  percent. 

Mr.  GoLDSBOROUGH.  Then  a  3-percent  Government  bond  is  a  pretty 
good  proposition,  is  it  not? 

That  is  what  these  debentures  are? 

Mr.  EccLEs.  The  long-term  20-year  government  bond  would  be 
yielding,  I  suppose,  2%  percent  or  very  close  to  it.  I  am  speaking  ot 
the  average  yield.  The  rate  that  has  been  charged  here  has  been 
compared  with  the  English  rate.  As  I  understand  it  the  building 
societies  make  their  loans  there  at  a  rate  of  4}^  percent. 

Mr.  GoLDSBOROUGH.  May  I  interrupt  there  just  a  moment  in  order 
to  carry  out  my  thought? 

Mr.  Eccles.  Yes,  sir. 

Mr.  GoLDSBOROUGH.  The  bank  or  lending  institution  gets  a  3 
percent  Government  guaranteed  debenture  which  is  equivalent 
insofar  as  the  bank  is  concerned  to  a  Government  bond. 

Mr.  Eccles.*  It  is  not  tax  free  as  a  Government  bond  is. 

Mr.  GoLDSBOROUGH.  It  is  probable  those  bonds  were  selling  for  a 
hundred,  do  you  not  think  so? 

Mr.  Eccles.  No;  with  the  tax,  they  would  not.  They  may  on 
today's  market.     It  would  depend  entirely. 

Mr.  GoLDSBOROUGH.  The  Government  has  been  protecting  the 
bankers  on  Government  bonds  ever  since  the  depression  started,  and 
if  the  banks  did  not  want  these  debentures  they  could  sell  them  and 
invest  in  6  percent  securities.  In  other  words,  I  think  we  ought  to 
clarify  the  statement  and  understand  what  it  means  when  the  banks 
get  a  3  percent  debenture  guaranteed  by  the  Government  that  it  is  a 
security  almost  immediately  convertible  into  cash. 

Mr.  Eccles.  Of  course,  if  they  did  not  get  that  they  would  not  be 
interested  in  making  a  loan  at  5  percent  in  the  first  instance.  The 
point  I  am  making  is  they  are  not  guaranteed  5  percent. 

Mr.  GoLDSBOROUGH.  Of  course  if  they  were  getting  a  5  percent 
guarantee  by  the  Government  they  would  be  worth  probably  125,  and 
that  would  not  be  right  at  all. 

Mr.  Eccles.  No.  Speaking  of  the  English  rate,  a  4}<  percent  rate; 
as  I  understand  it  at  the  end  of  the  10-year  period  they  have  the  right 
to  adjust  the  rate  based  upon  what  the  rate  structure  is  at  that  time, 


so  in  making  a  long-term  loan  of  20  years  they  are  not  speculating 
upon  what  the  inflationary  or  deflationary  situation  may  be  for  that 
entire  period.  The  rates  have  come  down  from  5K  to  4}^  over  a  period 
of  the  last  several  years.  For  a  90-percent  loan  or  an  80-percent  loan, 
5-percent  interest  with  a  quarter  percent  insurance  on  the  small 
properties  and  a  half  on  the  other  loans  is  a  low  financing  cost  by  com- 
parison with  anything  that  we  have  every  been  accustomed  to  in  this 
country.  The  virtue  of  this  set-up  is  that  it  permits  without  discrimina- 
tion every  type  of  lending  institution  to  make  loans  and  get  the  benefit 
of  the  insured  mortgage.  It  is  available  for  all  of  the  citizens  of  the 
country.  The  insured  mortgage  instrimient  is  one  instrument  instead 
of  two  and  three,  such  as  we  had  during  the  20's  with  the  first,  second, 
and  third  mortgages,  which  proved  to  be  so  disastrous  during  the 
depression. 

Mr.  Hancock.  It  took  a  superman  to  get  out  from  under  the  old 
straight  mortgage  system,  did  it  not,  Governor? 
It  was  almost  Hke  the  frog  trying  to  get  out  of  the  well. 
Mr.  Eccles.  They  did  not  get  out.  The  H.  O.  L.  C.  was  created 
for  the  purpose  of  providing  an  amortized  long-term  mortgage  and 
funded  over  $3,000,000,000  of  mortgages  they  were  unable  to  get  out 
from  under.  It  has  been  proven  that  the  long-term  amortized  mort- 
gage is  the  soundest  type  of  mortgage  that  can  be  developed.  Where 
the  monthly  payment  is  not  low,  when  difficulties  arise,  the  borrower 
is  Hkely  to  diecontinue  making  payments  and  rent  a  place  because 
the  rent  payment  is  substantially  less  than  the  payment  that  he  may 
be  required  to  pay. 

I  do  not  think  it  practicable  to  get  in  great  volume  the  home  con- 
struction by  the  masses  of  our  people  except  on  a  basis  where  the 
monthly  payment  is  very  close  to  what  the  rental  payment  would  be. 
Mr.  GoLDSBOROUGH.  You  mean   what  would    be   normal    rental 
payment? 

Mr.  Eccles.  That  is  right;  the  average  rental  payment  over  a 
normal  period. 
Mr.  McKeough.  May  I  interrupt,  Mr.  Chairman? 
The  Chairman.  Yes,  sir. 

Mr.  McKeough.  Your  study  has  included  the  possibility  of 
impro\dng  the  present  unemployment  situation  by  home  construction, 
I  presume,  and  I  also  presume  as  part  of  your  investigation  you 
entered  into  the  study  of  the  average  income  of  the  great  masses  of 
the  people  you  hope  will  be  able  to  get  in  shape  to  buy  a  home.  I 
wonder  if  your  study  has  developed  whether  there  ought  to  be  a 
minimum  wage  level,  such  as  the  40-cent-an-hour  rate,  established 
in  order  to  better  insure  to  the  large  number  of  workers,  who  would 
be  affected,  a  better  opportunity  to  own  their  homes. 

Mr.  Eccles.  No;  we  have  made  no  studies  with  reference  to  that 
matter.     At  least  I  have  not. 
Mr.  Ford.  Governor,  may  I  ask  a  question? 
Mr.  Eccles.  Certainly. 

Mr.  Ford.  This  may  be  apparently  a  crazy  question,  but  in  these 
loans  is  not  this  what  we  do — ^we  insure  the  mortgagee  and  the  mort- 
gagor pays  a  monthly  amount  to  insure  that  mortgage;  does  he  not? 
Mr.  Eccles.  That  is  right. 

Mr.  Ford.  The  builder  builds  the  buildmg  and  gets  out  and  he  is 
clear  out? 
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Mr.  EccLEs.  That  is  right. 

Mr.  Ford.  The  materialman  furnishes  the  materials,  is  paid,  and 

he  gets  clear  out? 

Mr.  EccLES.  That  is  right. 

Mr.  Ford.  But  the  fellow  that  comes  along  and  buys  the  place  has 
an  equity  in  there  for  10  percent.  Would  there  be  any  way  to  devise 
another  insurance  fund  to  insure  that  equity? 

Mr.  EccLEs.  Not  unless  someone  paid  for  it. 

Mr.  Ford.  If  he  (the  owner)  paid  for  it? 

Mr.  EccLES.  That  again  includes  the  question  of  cost.  The  only 
way  it  seems  to  me  that  the  cost  can  be  reduced  would  be  through 
some  kind  of  subsidy.  Now  this  whole  program  is  designed  for  the 
purpose  of  getting  away  from  any  direct  subsidy,  where  the  Govern- 
ment does  stand  in  the  background  in  order  to  be  able  to  get  this 
type  of  credit  through  private  lending  agencies  on  the  basis  proposed. 

Mr.  Ford.  There  is  a  risk  all  the  way  through.  The  man  that  loans 
the  money  is  taking  a  risk.  The  other  people  are  not  taking  any,  but 
the  fellow  that  buys  the  property  is  takmg  a  risk.  Now,  I  wonder  if 
there  could  not  be  some  method  providing  for  insuring  his  equity? 

Mr.  EccLES.  That  might  be  given  some  study.  It  may  be,  but  I 
do  not  think  it  would  be  practicable  to  insure  a  loan  to  the  lending  in- 
stitution beyond  the  proposals.  Of  course  as  to  the  down  payment 
made  by  the  borrower,  whether  it  be  on  a  home  or  anything  else,  there 
is  always  a  risk  if  he  is  unable  to  keep  up  his  payments,  and  how  can 
you  provide  a  mechanism  to  insure  that?  I  cannot  conceive  of  a  way 
of  doing  it  and  I  doubt  if  it  is  necessary  and  I  know  that  I  do  not  tlunk 
it  is  necessary. 

Mr.  Ford.  A  few  years  ago  everybody  said  that  if  you  would  insure 
a  mortgage  that  would  be  crazy. 

Mr.  EccLES.  The  10-percent  down  payment  applies  only  to  the 
small  individual  homes. 

Mr.  Ford.  I  understand  that. 

Mr.  EccLEs.  The  places  for  rental  will  hkely  be  the  larger  develop- 
ments and  the  great  volume  of  building,  particularly  in  the  cities  or 
industrial  areas  will  hkely  be  placed  for  rental  and  will  be  of  the  Umited 
dividend  type  or  be  of  the  walk-up  apartment  type  that  is  based  on 
an  80-percent  loan. 

Mr.  Hancock.  Governor,  do  you  understand  that  the  5-perceni 
interest  rate  would  cover  all  the  charges  allowed  other  than  the  insur- 
ance premium? 

Mr.  EccLES.  Well,  there  are  some  charges  such  as  title,  such  as  the 
drawing  of  papers,  et  cetera,  but  they  are  charges  I  think  that  are 
incidental  in  case  any  loan  is  made  whether  it  be  an  insured  loan  or 
whether  it  be  a  loan  made  by  the  lending  institution  without  insurance. 

Mr.  Hancock.  I  did  not  have  in  mind  that  character  of  charge. 
I  am  just  wondering  whether  it  is  your  understanding  that  brokerage 
and  other  similar  fees  would  be  permissible. 

Mr.  EccLEs.  I  think  by  regulation  they  should  be  eUminated. 

Mr.  Hancock.  I  am  also  wondering  whether  you  think  by  regula- 
tion it  should  not  be  required  that  the  borrower  take  out  a  certain 
amount  of  hfe  insurance  in  order  to  have  his  mortgage  insured.  Are 
additional  costs  of  this  kind  going  to  be  permitted,  that  is  what  I  am 
trying  to  find  out. 


Mr.  EccLES.  Well,  that  may  involve  a  question  whether  he  could 
get  life  insurance.  It  would  slow  the  thing  down.  I  think  that  is 
something  that  might  be  thought  of  later  on  when  you  have  a  building 
boom,  but  I  question  now  whether  you  should  put  any  more  restric- 
tions around  this  program  when  the  thing  we  are  anxious  to  do  is  get 
construction. 

Mr.  Hancock.  I  know  in  the  past  the  F.  H.  A.  claimed  that  it  had 
nothing  to  do  with  those  charges,  but  by  this  new  program  it  will  be  a 
little  more  restrictive  so  it  will  give  the  F.  H.  A.  wider  control  in 
matters  of  that  kind  so  as  to  insure  that  people  who  want  to  build 
and  own  homes  can  get  the  money  at  the  rates  in  the  bill,  so  when 
they  advertise  5  percent  the  advertisement  will  be  honest. 

Mr.  EccLEs.  I  think  they  have  powers  to  regulate  in  a  pretty  broad 
manner  the  conditions  under  which  a  loan  is  to  be  insured  so  as  to 
protect  the  borrower. 

Mr.  Luce.  Governor,  if  this  program  should  go  into  effect  would 
there  be  any  cause  remaining  for  commercial  banks  to  engage  in  the 
real-estate  business? 

Mr.  EccLES.  Commercial  banks  do  not  engage  in  the  real-estate 
business  today  with  reference  to  their  demand  deposits.  They  are 
permitted  only  to  make  real-estate  loans  up  to  60  percent  of  their 
savings  or  their  time  deposits,  and  outside  of  New  England,  your 
section  of  the  country,  and  New  York,  the  savings  are  in  the  savings 
department  of  the  commercial  bank.  The  banks  do  not  do  strictly  a 
commercial  banking  business.  In  fact  more  than  one-half  of  the 
deposits  of  the  smaller  banks  are  savings  deposits.  In  many  cases 
they  go  as  high  as  80  percent  of  the  total  deposits  and  it  is  not  only 
proper  but  absolutely  essential  in  the  interest  of  the  community  that 
those  banks  will  put  their  time  funds  into  the  investment  field.  They, 
during  the  twenties  invested  those  funds  largely  in  collateral  loans 
and  in  real-estate  mortgage  bonds,  and  in  other  types  of  bonds  which 
were  supposed  to  be  readily  marketable,  and  the  bad  bonds,  foreign 
bonds,  and  others  sold  to  banks  had  more  to  do  with  their  collapse 
than  the  real-estate  mortgages  did.  This  type  of  mortgage  which 
would  syphon  the  funds  in  the  community  back  into  the  community 
instead  of  the  funds  in  the  community  into  the  money  market  in  the 
purchase  of  all  types  of  bonds  seems  to  me  to  be  a  much  more  construc- 
tive use  of  the  savings  funds  of  the  people  in  the  respective  commu- 
nities, and  a  20-year  amortized  loan  that  is  getting  better  each  year 
through  payments  being  made  together  with  this  mutual  insurance 
feature  is,  it  seems  to  me,  an  excellent  place  to  put  private  funds — in 
the  construction  field  rather  than  putting  funds  into  Government 
bonds  and  have  the  Government  in  turn  undertake  to  do  the  financing. 

Mr.  Luce.  You  will  recall  that  four  or  five  of  our  State  banks,  which 
we  call  trust  companies,  went  on  the  rocks  because  of  their  financing  of 
apartment  houses  and  similar  construction.  The  statement  you 
have  just  made  makes  me  wonder  how  you  are  going  to  prevent  banks 
from  putting  their  money  into  securities  that  the  Government  guar- 
antees or  insures. 

My  original  question  was  aimed  particularly  at  this  matter  of  State 
hanks  taking  mortgages  on  real  estate.  I  wonder  if  the  passage  of 
this  law  would  not  warrant  us  in  forbidding  them  from  doing  that, 
compel  them  to  take  securities  that  are  insured  instead  of  the  mort- 
gages themselves. 
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I  may  say  that  personally  for  a  long  time  I  have  felt  the  biggest 
reform  we  could  make  in  the  banking  field  would  be  to  separate  the 
commercial  and  investment  banking.  ^ 

Mr.  EccLES.  That  is  a  big  subject  and  will  require  a  complete 
reorganization  of  our  whole  banking  structure  from  the  grass  roots 
to  bring  about  such  a  separation.  ,.  x  xu 

Mr.  Luce.  It  struck  me  that  this  bill  is  based  upon  that  theory 
in  effect  that  you  are  to  have  insured  certificates  instead  of  mortgages 
in  the  bank  portfolios.  ,  .  ,         . 

Mr.  EccLEs.  Well,  you  are  going  to  have  insured  mortgages,  not 
insured  certificates.  You  would  have  insured  mortgages  in  the  bank 
portfolio,  but  the  insured  mortgages  in  the  bank  portfoho,  as  in  the 
case  of  national  banks  and  State  member  banks,  which  are  affiliated 
with  the  Federal  Reserve  Board,  are  restricted  to  60  percent  of  then* 
time  funds  in  the  amount  that  they  can  hold  in  mortgages. 

Mr.  Luce.  But  the  suffering  of  the  people  is  just  as  great  whether 
the  smashup  comes  from  time  deposits  or  what. 

Mr.  Eccles.  That  is  true;  but  the  fact  that  they  own  mortgages 
does  not  necessarily  mean  that  is  responsible  for  the  smashup,  and  I 
feel  perfectlv  sure  that  if  banks  were  prohibited  from  holding  in  their 
portfolio  insured  mortgages  such  as  proposed,  it  would  in  no  way 
lessen  the  danger  of  the  smashup.  r^     ,       .  ^^  u 

In  fact  I  tliink  it  would  engender  it  because  banks  then  would  be 
compelled  to  put  their  funds  in  the  investment  market  and  they  would 
likely  experience  what  they  experienced  before.  They  would  be 
undertaking  to  buy  miscellaneous  kinds  of  bonds,  other  types  of  outlets 
for  their  fimds  or  they  would  undertake  to  buy  strictly  Government 
bonds  and  in  that  case  they  would  not  be  directing  private  funds  into 
private  construction.  As  long  as  the  banks  are  perniitt^  to  and  do 
have  the  savings  funds  to  the  extent  that  they  do,  then  they  must,  it 
seems  to  me,  be  expected  to  find  an  outlet  for  those  funds  in  a  manner 
that  will  best  serve  the  community  interests  where  they  are  located; 
and  it  seems  to  me  that  there  is  no  better  place  to  put  the  savings 
funds  of  the  people  in  the  community  than  in  the  home-construction 
field  through  a  svstem  of  amortized  mortgages.  .      .     ,      i 

Mr  Luce.  With  that  I  quite  agree.     I  was  simply  trypg  to  develop 
the  point  that  the  banks  would  no  longer  have  the  occasion  or  tempta- 
tion to  finance  mortgages  that  are  not  insured.  ,         i     1         J 
Mr.  Eccles.  Well  the  mortgages  that  are  not  msured  can  be  loaned 
on  only  up  to  60  percent. 

Mr.  Luce.  I  appreciate  that. 

Mr  Eccles.  And  for  10  years,  and  there  are  a  good  many  cases 
where  vou  \\ill  find  that  the  borrowers  may  want  only  a  50-  or  40-  or 
60-percent  loan,  and  they  may  want  a  straight  loan  for  5  years.  A 
bank  can  make  a  straight  loan  for  5  years,  I  think  for  50  percent,  or 
it  may  be  the  person  may  not  want  to  borrow  m  excess  of  10  years, 
and  in  which  case  they  must  pay  40  percent  of  the  payment  over  the 
10-year  period. 

Mr.  Fish.  Mr.  Chairman,  may  I  ask  a  question: 
The  Chairman.  Certainly. 

Mr  Fish.  Now  you  very  apparently  are  famdiar  with  all  the  detaUs 
of  this  legislation  and  the  required  legislation  and  I  would  like  to  be 
enlightened. 


There  is  a  matter  connected  with  this  bill  that  worries  me  a  good 
deal  and  that  is  the  mutual-mortgage  insurance  which  was  carried 
in  the  origmal  bill  and  a  half  of  1  percent  was  put  up  by  the  home 
owner  in  this  bond  for  the  purpose  of  paying  for  these  losses  incurred 
by  lending  mstitutions  and  then  building  up  the  fund  so  as  a  mutual 
proposition  it  would  pay  off  the  mortgages  of  the  home  owners. 
That  was  the  original  purpose,  as  I  understood,  of  the  bill  and  of  that 
fund. 

Now  it  appears  that  some  amendment  has  been  made  in  the  Appro- 
priations Committee  of  the  House  of  Representatives  which  permits 
retention  for  running  expenses  up  to  $5,000,000  a  year  out  of  this 
fund  which  is  a  mutual  fund. 

I  ask  you.  Is  that  fair  play,  is  that  equitable,  and  is  that  playing 
fair  with  this  committee  after  we  have  set  up  a  mutual-mortgage 
fund  for  this  purpose?  I  hope  you  will  clear  that  up,  as  that  is  a 
very  serious  charge  that  has  been  made  here. 

Mr.  Eccles.  I  would  prefer,  the  F.  H.  A.  people  being  more  familiar 
with  such  legislation— if  any  has  been  passed — than  I  am,  that  they 
explain  it. 

The  thing  T  am  interested  in  primarily  was  to'  develop  a  mechanism 
that  would  provide  for  the  financing  of  all  types  of  home  construction, 
both  for  owner  occupancy  and  for  rental  purposes,  by  private  capital. 
As  to  the  disposition  of  the  mutual-mortgage  fund,  the  detail  of  that 
I  am  not  familiar  with  and  as  I  say,  I  would  prefer  that  they  [the 
F.  H.  A.]  answer  that.  It  seems  to  me,  however,  that  like  any 
insurance  company,  the  first  year's  premium  more  often  is  taken  to 
pay  the  expenses.  I  think  every  life-insurance  company  figures  that 
more  than  the  first  year's  premium  is  required  to  put  the  business  on 
the  books  of  the  insurance  company. 


Mr.  Fish.  Governor,  they  are  required  to  have  a  large  fund  in 
reserve.  All  we  had  to  start  with  was  a  $10,000,000  appropriation 
or  nest  egg  from  the  Government  and  we  loaned  $600,000,000  and  I 
do  not  think  you  would  say  that  was  sufficient. 

Mr.  Eccles.  Of  course  one  or  two  things  could  happen.  If  that 
is  not  sufficient,  the  Government  could  appropriate  more  to  make  it 
sufficient  or  they  could  wait  until  such  time  as  the  fund  is  sufficient. 

Mr.  Fish.  Of  course  the  purpose  of  the  fund  was  written  into  the 
law  and  this  fund  was  established  as  a  mutual  fund  to  be  put  aside 
and  go  back  to  the  home  owner  to  pay  the  mortgage,  but  all  of  a  sudden 
we  find  the  Appropriations  Committee  has  acted,  so  far  as  I  know, 
without  the  knowledge  of  a  single  member  of  this  committee. 

Mr.  Abner  H.  Ferguson.  Mr.  Fish,  may  I  interrupt? 

Mr.  Fish.  Yes,  sir. 

Mr.  Abner  H.  Ferguson.  I  propose  at  the  conclusion  of  the  tes- 
timony of  all  the  witnesses  to  discuss  this  matter  fully. 

Mr.  Fish.  I  wanted  to  get  his  ideas.  It  has  raised  a  very  serious 
question.  Has  the  Governor  any  suggestions  to  make  in  the  way  of 
possible  reduction  of  interest  rates? 

Mr.  Eccles.  There  is  one  way  the  5-percent  rate  can  be  brought 
down. 

Mr.  Patman.  May  I  interrupt? 
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Mr.  EccLEs.  Merely  fixing  in  the  law  not  to  exceed  a  certain  rate 
does  not  mean  that  the  rate  is  going  to  be  brought  down.  It  might 
merely  mean  the  lending  institutions  would  not  be  interested  in  making 
a  loan.  It  is  a  perfectly  easy  thing  to  offer  Government  bonds  on 
other  securities  on  the  market  at  some  fixed  rate,  but  you  do  not  have 
any  assurance  they  will  be  purchased.  Merely  saying  this  rate  ought 
to  be  4)^  or  3)2  percent,  and  fixing  it  in  the  law,  does  not  accomplish 
anything  because  the  thing  we  want  to  do  is  to  fix  the  very  maximum 
rate,  the  lowest  possible  rate  we  can  interest  private  capital  in,  and 
our  survey  would  assure  us  that  the  5-percent  rate  on  this  type  of 
loan,  that  does  involve  a  good  deal  of  work  and  a  good  deal  of  expense, 
is  as  low  as  it  is  possible  to  get  it. 

Over  a  period  of  time,  with  experienced  people,  and  with  the  estab- 
lishment of  a  proposed  national  mortgage  association  having  a  capital 
of  perhaps  $50,000,000,  upon  which  debentures  can  be  issued  and  sold, 
that  may  tend  to  bring  down  the  rates  in  this  manner.  If  the  mortgage 
association  would  offer  to  buy,  stand  ready  to  buy  the  insured  mort- 
gages, say  at  a  4-percent  rale,  lenders  may  be  willing  to  sell  those 
mortgages  or  make  tljose  loans  on  a  basis  of  4K  or  4%  percent,  retaining 
the  half  or  three-fourths  for  the  servicing,  which  is  necessary  on  a 
monthly  payment  loan. 

Even  though  the  mortgage  association  buys  the  mortgage  it  would 
be  like  an  insurance  company  taking  the  mortgage.  They  always 
have  agents  in  the  field  to  service  the  mortgages.  The  mortgage 
associations  buying  at  the  rate  of  4  percent,  it  may  tend  to  bring  the 
rate  down  to  4}^  or  4%,  but  the  mortgage  association  would,  of  course, 
sell  its  debentures  secured  by  these  mortgages  to  the  public  on  a  1-  to 
20-year  basis  because  the  mortgages  they  hold  they  would  be  col- 
lecting payments  over  a  period  of  from  1  to  20  years.  If  these  deben- 
tures could  be  sold  on  a  basis  of  3)^  percent 

Mr.  Fish.  That  is  what  I  want  to  know. 

Mr.  EccLES.  Or  3K  percent,  depending  on  what  the  money  market 
situation  is  then,  of  course,  it  may  tend  to  bring  down  this  rate. 

Mr.  Fish.  You  do  not  maintain  because  these  banking  institutions 
if  they  get  money  at  3K  they  have  to  charge  5  percent? 

Mr.  EccLES.  That  is  right. 

Mr.  Fish.  Is  not  1  percent  sufficient,  if  they  get  it  at  3  they  could 
put  it  out  for  4? 

Mr.  EccLES.  Yes;  but  the  highest  grade  bonds,  the  ones  which  are 
not  taxed  offer  today  a  yield  of  3)2  percent.  That  is  the  triple  A, 
that  is  the  very  highest  grade  of  bonds.  Your  long-term  Government 
bonds  yield  very  close  to  3  percent,  that  is  the  very  long-term  ones. 
The  short-term  ones  get  down  as  low  as  2  percent  or  around  that 
figure,  but  the  average  is  about,  as  I  said  a  moment  ago,  approxi- 
mately 3.6. 

Mr.  Patman  (interposing).  You  mean  2.6. 

Mr.  EccLES.  I  mean  2.6.  All  other  securities,  of  course,  are  going 
to  have  a  comparative  relationship  to  the  most  favorable  security 
which  is  the  Government  bond,  because  of  its  more  ready  market- 
ability, because  of  the  tax-free  feature,  because  it  is  acceptable  as  an 
investment  by  every  type  of  institution  and  fund.  These  debentures 
of  the  mortgage  association  would,  of  course,  not  be  tax  free  and  if 
we  want  to  bring  down  the  rate  one  way  to  do  it  would  be  to  make 
those  debentures  of  the  mortgage  association  tax  free.     Of  course  I 


am  not  advocating  that.  I  merely  mention  what  seems  to  be  to  be 
a  fact,  that  you  have  here  a  security  which  is  not  tax  free  and  there- 
fore would  likely  sell  on  the  market,  and  it  could  possibly  cut  down 
on  the  average  as  low  as  3K  percent. 

Mr.  Fish.  For  this  reason  the  interest  should  be  lower  to  the  home 
owners. 

Mr.  EccLEs.  It  cannot  be  helped. 

Mr.  Fish.  I  think  I  would  almost  be  willing  to  sacrifice  my  own 
principles  to  do  that. 

Mr.  EccLEs.  That  would  tend  to  create  a  market  on  a  favorable 
basis.  It  would  tend  in  turn  to  enable  the  mortgage  association  to 
stand  ready  to  buy  these  mortgages  which  in  turn  would  bring  down 
the  lending  rate  by  the  institutions  in  the  first  instance  because  of 
the  marketability. 

Mr.  Fish.  That  is  the  first  constructive  thing  that  has  been  said 
about  lowering  the  rate  by  anybody  that  has  appeared  before  this 

committee.  .       1    • 

Mr.  EccLES.  That  is  the  only  way  that  it  woud  tend  to  bring  down 
the  rate  and  lessen  the  financing  cost  to  the  borrower  without  some 
direct  subsidy,  and  the  idea  at  this  time  certainly  seems  to  be  to  get 
private  capital  without  subsidy  to  provide  for  private  construction 
and  homes. 

The  Government  has  provided  through  one  other  agency,  the  United 
wStates  Housing  Authority  which  does  have  a  tax-free  security,  that  is 
its  bonds  are  tax  free,  and,  of  course,  that  is  a  subsidy,  a  subsidized 
Government  housing  project  set  up  to  provide  housing  for  a  group  of 
people  that  it  is  recognized,  needs  or  must  have  a  subsidy. 

Mr.  Fish.  And  does  not  promote  home  ownership? 

Mr.  EccLEs.  No,  sir;  on  the  other  hand,  this  bill  is  not  set  up 
for  the  purpose  of  providing  a  subsidy  to  people  to  get  homes,  only 
for  the  purpose  of  reducing  the  financing  cost  of  places  to  rent  beyond 
what  can  be  done  through  a  mechanism  that  the  Government  helps 
to  create,  but  without  a  subsidy. 

Mr.  Luce.  If  such  a  privilege  were  guaranteed,  would  it  be  possible 
to  spread  its  benefits  between  the  single  cheap  houses  and  the  apart- 
ment houses? 

Mr.  EccLES.  There  is  not  anjr  question  but  that  the  Congress 
could,  I  suppose,  provide  a  subsidy  in  any  field  that  they  chose  to. 
Because,  in  other  words,  in  the  small  housing  field,  it  would  be  very 
easy  to  provide  a  direct  subsidy  in  that  field  without  its  applying  in 
the  other  field;  but  it  would  seem  to  me  that  at  this  time  nothing  of 
that  sort  is  called  for  or  desirable,  and  that  certainly  we  should 
undertake  to  have  this  thing  stand  upon  its  own  feet  with  the  Gov- 
ernment in  the  background,  as  is  proposed. 

Mr.  Patman.  I  would  like  to  ask  some  questions. 

Th«  Chairman.  Is  this  a  different  line  of  questioning? 

Mr.  Patman.  Yes,  sir;  this  is  a  different  line. 

The  Chairman.  Mr.  Crawford  has  been  asking  for  recognition  for 
some  time.     The  Chair  recognizes  Mr.  Crawford. 

Mr.  Crawford.  What  would  you  think  about  amending  this 
proposed  bill  now  before  us  so  as  to  fix  the  maximum  rate  at  4  percent 
and  then  make  the  debentures  of  the  association  tax  free,  put  that 
rate  in  the  law  instead  of  5  percent? 
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Mr.  EccLEs.  I  think  that  would  defeat  the  program  completely. 
I  think  you  would  find  no  institution  willing  to  make  a  loan.  They 
would  much  prefer  to  go  out  and  buy  these  readily  marketable 
securities  that  yield  Z}i  percent,  and  some  are  very  good  that  yield 
4  percent,  that  involves  no  onus  of  foreclosure,  no  trouble  of  monthly- 
payment  plan,  that  involves  no  expense  of  absorption  of  foreclosure. 
Even  with  the  5}^  percent  the  F.  H.  A.  has  had,  there  have  been  far 
less  than  possibly  half  the  lending  institutions  that  could  qualify 
that  have  qualified. 

Mr.  Crawford.  In  other  words  it  would  be  necessary  for  the  yield 
on  these  securities  to  wliich  you  have  just  referred,  to  drop  lower  so 
as  to  create  a  wider  margin  between  the  proposed  housing  debentures 
and  what  is  on  the  market? 

Mr.  EccLEs.  That  is  right. 

Mr.  Crawford.  May  1  ask  you  this  question  on  that?  Do  I  under- 
stand from  you  now  that  the  commercial  banks  which  have  savings 
departments  such  as  we  have  out  in  the  Middle  West  in  many  cases, 
can  go  ahead  and  invest  in  this  type  of  operation  entirely  beyond  the 
60-percent  limitation  which  is  now  on  those  banks? 

Mr.  EccLEs.  As  I  understand  it  they  are  limited  in  the  total  amount 
of  their  real-estate  mortgage  loans,  which  would  also  include  the  in- 
sured loans,  to  60  percent  of  their  time  and  savings  deposits. 

Mr.  Crawford.  So  after  the  enactment  of  this  bill,  in  the  event  it 
goes  through  as  proposed,  there  would  still  be  a  limit  of  60  percent? 

Mr.  EccLEs.  That  is  correct.  However,  the  60  percent  would  not 
cover  the  debentures  these  lending  institutions  could  buy.  Now  there 
are  going  to  be  a  good  many  agencies  other  than  banks  that  will  loan 
these  funds  and  sell  their  insured  mortgages  to  mortgage  associations, 
and  the  mortgage  associations  will  in  turn  sell  upon  the  investment 
market  these  debentures.  The  effect  of  that  would  be  to  siphon  funds 
from  one  part  of  the  country  where  there  are  the  excess  funds  into  a 
part  of  the  country  where  funds  are  not  available  for  mortgage  loans 
to  the  extent  necessary,  and  that  is  true,  as  you  know,  throughout  the 
country.  All  types  of  lending  and  fiduciary  institutions  can  invest 
in  these  debentures  and  those  that  do  not  care  to  engage  in  the  direct 
field  at  a  higher  rate  can  purchase  these  debentures  at  a  substantially 
lower  rate. 

Mr.  Crawford.  Let  me  ask  you  this  on  that  same  subject.  Gomg 
back  to  the  recent  statement  of  the  Administrator  of  the  Federal 
Deposit  Insurance  Corporation,  in  his  remarks  as  to  certain  policies 
of  certain  members  of  the  F.  D.  I.  C,  would  it  be  your  opinion  then 
that  banks,  members  of  the  F.  D.  I.  C.  would  be  following  a  saner  and 
safer  investment  policy  by  using  their  savings  deposits  in  this  type  of 
adventure  rather  than  practicing  the  method  of  buying  bonds  that 
they  follow  at  the  present  time? 

Mr.  EccLEs.  I  think  so,  because  the  average  little  banks  throughout 
the  country  are  not  in  a  position  because  they  lack  the  facilities 
for  determming  the  true  value  of  the  numerous  securities  which  are 
offered  on  the  market.  We  know  as  a  result  of  past  experience  that 
a  great  many  mistakes  were  made  in  the  bond  investment  policy  of 
banks,  and  this  is  a  matter  in  which  the  risk  is  far  less  and  the  service 
to  the  community  is  far  greater. 

Mr.  Crawford.  I  think  that  is  further  indicated  based  on  the 
experience  of  the  last  2  or  3  years,  that  the  F.  D.  I.  C.  Administrator 
feels  that  same  practice  is  going  on. 


Mr.  EccLES.  I  think  this  is  true  that  with  the  very  low  rate  of 
interest  that  developed  on  very  high  grade  securities  and  on  Govern- 
ment bonds,  last  December  the  average  rate  on  long-term  Govern- 
ments was  2.27,  and  the  average  rate  on  your  highest  grade  bonds  got 
down  very  close  to  3  percent  and  some  securities  were  floated  at  even 
less  than  3  percent.  Such  rates  where  banks  were  paying  2K  percent, 
as  many  of  them  were,  on  savings  deposits,  forced  them  for  the  need 
of  breaking  even  or  paying  expenses  into  the  field  of  bonds  that  were 
second  grade,  such  as  some  of  the  railroad  securities  and  other  securi- 
ties as  well,  that  were  yielding  4  and  4%  percent,  and  which  with  the 
recession  that  exists  have  dropped  precipitously. 

Does  that  answer  the  question? 

Mr.  Crawford.  Yes,  sir;  thank  you. 

The  Chairman.  Governor,  as  to  the  limitation  of  60  percent  that 
banks  may  loan  on  real  estate,  you  are  speaking  now  of  national  banks? 

Mr.  EccLES.  Yes;  national  banks  is  what  I  am  speaking  of. 

The  Chairman.  Mr.  Patman  is  recognized. 

Mr.  Patman.  Governor  Eccles,  this  is  intended  as  a  relief  measure, 
is  it  not,  this  housing  bill? 

Mr.  Eccles.  Not  relief  if  you  think  of  reUef  as  temporary. 

Mr.  Patman.  I  think  of  it  in  this  way.  We  are  in  a  Httle  recession 
right  now.  Something  has  got  to  be  done  to  stimulate  the  use  and 
purchase  of  durable  goods  and  stimulate  the  employment  of  labor. 
1  presume  those  are  the  two  purposes  of  this  bill? 

Mr.  Eccles.  The  purpose  of  the  bill  is,  of  course,  to  encourage 
more  home  construction  on  a  basis  that  will  be  more  favorable  to  the 
borrower  and  on  a  basis  which  at  the  same  time  will  be  safe  and  sound 
and  for  the  lasting  interest.  It  is  a  mechanism  to  try  to  interest 
people  who  want  homes  to  try  to  secure  them.  It  is  for  the  purpose 
of  inducing  lending  institutions  throughout  the  country  in  order  to 
find  an  outlet  for  funds  to  use  this  mechanism  for  that  purpose,  while 
at  the  same  time  doing  it  on  a  financing  or  mortgage  basis  which  is 
sound,  rather  than  on  a  basis  of  a  high  interest  rate  and  the  second 
mortgage  mechanism  that  is  unsound.  The  effect  of  that  would  be  of 
course  to  increase  employment  in  the  housing  field  directly,  and 
throughout  the  economy  as  a  result  of  increased  activity  in  the 

housing  field.  . 

Mr.  Patman.  I  am  receiving  complaints  from  local  dealers.  It  is 
contended  in  this  proposal  that  it  is  encouraging  what  could  be  called 
the  big  operator  plan.  Take  for  instance  in  Houston,  Tex.,  the  big 
operator  would  make  arrangements  to  build  four  or  five  hundred  units, 
more  or  less,  and  in  that  way  he  would  ignore  the  local  dealers,  the 
lumber  dealers,  hardware  dealers,  cement  and  all  the  other  dealers 
who  would  ordinarily  have  something  to  do  with  th^e  construction. 
It  is  claimed  that  even  the  insurance  would  be  carried  by  outside 
concerns  and  the  local  dealers  would  not  benefit  any*,  and  they  seem 
to  think  something  should  be  done  toward  encouraging  them  as  well 
as  encouraging  the  big  operator. 

Will  you  tell  the  committee  what  you  think  about  that?  Do  you 
believe  it  will  discourage  the  local  operators  or  will  they  have  the 
same  opportunity  as  the  big  operator? 

Mr.  Eccles.  I  think  where  you  find  the  construction  industry 
depressed  that  certamly  the  local  dealer  is  in  anything  but  a  prosperous 
condition.    We  know  that  it  is  not  possible  or  desirable  to  get  a  large 
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expansion  in  the  construction  industry  on  a  basis  of  too  high  a  cost 
of  either  material,  labor,  or  finance.  The  thing  primarily  that  we  are 
interested  in,  taking  the  country  as  a  whole,  is  to  get  more  and  better 
housing  for  our  people  on  a  basis  that  they  can  afford  to  rent  or  afford 
to  buy. 

Any  group  which  stands  between  the  desire  of  the  Government  to 
accomplish  that — no  group  should  be  permitted  to  stand  in  the  way 
of  the  Government  doing  what  it  can  do  to  accomplish  that  sound 
economic  and  social  object.  I  do  not  believe  that  the  small  operator 
will  be  as  badly  off  with  a  lot  of  building  activity,  even  if  it  is  to  be 
stimulated  by  large-scale  production,  as  he  will  be  if  there  is  no  ac- 
tivity. I  do  not  believe  that  he  necessarily  needs  to  lose  the  business 
locally.  It  may  be  that  he  will  have  to  sell  cheaper  than  he  would  at 
local  retail  prices,  but  we  must  choose  either  between  higher  cost  and 
no  construction,  forcing  and  attempting  to  protect  the  higher  retail 
prices  and  high  labor  cost,  and  in  that  case,  unemployment  and  Gov- 
ernment rehef,  or  we  must  choose  to  provide  a  mechanism  that  will 
create  a  large  volume  of  housing  on  a  basis  for  the  mass  market. 

Now,  it  seems  to  me  that  those  are  the  alternatives. 

Mr.  Patman.  I  wonder  if  it  would  be  well  for  us  to  consider  en- 
couraging the  building  either  locally  by  the  Government  establishing 
local  agencies  to  supervise  the  work  where  people  could  go  and  get 
disinterested  expert  advice  and  even  have  inspectors  to  supervise  the 
construction  where  it  is  going  on,  and  in  that  way  they  would  cooperate 
to  the  extent  that  they  could  probably  get  a  better  price  on  materials 
and  probably  deal  with  labor  in  a  satisfactory  way.  It  is  my  under- 
standing that  you  are  reducing  interest  rates  and  you  want  to  reduce 
the  cost  of  material,  and  you  want  fair  wages  for  labor.  Do  you  not 
think  it  could  be  done  that  way.  Governor,  and  at  the  same  time  en- 
courage local  business  just  a  little  more  than  this  bill  would  encourage 
it? 

Mr.  EccLES.  I  think  this  bill  tends  to  set  up  a  mechanism  that  will 
do  more  than  any  other  thing  I  know  of  to  bring  down  labor  and 
material  cost.  Material  costs  are  already  coming  down  very  rapidly. 
In  fact  some  material  costs,  as  far  as  the  manufacturer  is  concerned, 
have  gone  lower  than  they  possibly  can  be  maintained.  The  effects 
of  these  low  costs  have  not  entirely  come  out  yet  to  the  consumer,  but 
in  the  building  field,  due  to  the  competitive  shift  from  a  seller's  market 
last  spring  with  a  lot  of  forward  buying  to  a  buyer's  market  now  with 
high  excessive  inventories  and  stocks,  those  costs  are  coming  down 
except  in  a  few  monopolistic  and  maybe  controlled  specialty  lines, 
and  where  local  retailers  either  through  collusion  or  one  way  or 
another  are  attempting  to  hold  up  prices  by  agreement.  The  question 
of  labor  costs,  even  at  the  higher  labor  hourly  rates  of  last  year,  in 
many  of  the  areas  the  annual  wage,  I  understand  was  very  low,  because 
of  the  lack  of  volume  of  business.  People  could  not  afford  to  buy  and 
could  not  afford  to  pay  rents  that  made  building  profitable  to  rent. 

There  are  a  great  many  sections  of  the  country  outside  of  the  larger 
metropolitan  areas  whpre  both  labor  costs  and  material  costs  today 
are  on  an  attractive  basis  oi  getting  there  very  fast,  and  with  this 
financial  mechanism  I  think  there  will  be  some  inducement  for 
building. 

Mr.  Patman.  Every  witness  appearing  before  this  committee  since 
the  special  session,  every  witness  in  authority,  I  have  asked  that  witness 
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about  the  sterile  gold  and  asked  that  witness  what  he  thought  about 
using  it  now.  Since  this  housing  law  will  probably  stimulate  business, 
although  I  do  not  believe  it  will  be  sufficient  as  seems  to  be  the  opinion 
of  those  that  discussed  it,  I  just  wonder  if  the  Governor  would  give 
us  the  benefit  of  his  views  about  what  we  should  do  about  that  idle 
^old  at  this  time,  if  anything,  if  it  could  be  used  to  advantage  to 
bring  us  out  of  this  recession. 

Mr.  EccLEs.  I  would  prefer  not  to  discuss  that  question. 

Mr.  Patman.  I  would  not  insist  on  it. 

Mr.  EccLES.  It  seems  to  me  that  the  question  can  only  have  an 
indirect  bearing  upon  this  subject  and  the  use  of  gold,  depending  how 
it  was  used.  Of  course  it  could  be  reflationary  in  character  and  possi- 
bly have  Httle  effect.  What  seems  to  me  to  be  the  first  essential  is 
to  try  to  get  the  economy  back  in  balance.  It  got  badly  out  of  balance, 
out  of  equilibrium  with  farm  prices  going  down  since  last  spring  and, 
in  certain  fields,  labor  cost  going  up,  and  with  that,  cost  of  materials 
of  all  kinds,  with  little  or  no  increase  in  the  income  of  the  unorgan- 
ized worker. 

Now  I  do  not  believe  at  the  moment  we  could  accomphsh  very 
much  by  attempting  to  hold  prices  up  by  an  inflationary  process 
if  we  expect  to  get  some  of  the  necessary  adjustment  which  is  going 
on  very  rapidly.  The  rapidity  with  which  it  is  being  made  seems  to 
me  to  be  favorable.  It  seems  to  me  to  indicate  an  adjustment  to  a 
basis  upon  which  we  can  build  a  more  sound  structure  than  would 
have  been  possible  had  an  effort  been  made  to  continue  the  infla- 
tionary development  of  last  spring  which  would  have  only  put  certain 
groups  within  our  economy,  the  farmer  and  the  unorganized  worker, 
to  a  disadvantage. 

Mr.  McKeough.  Mr.  Chairman,  may  I  ask  the  witness  a  question? 

The  Chairman.  Certainly. 

Mr.  McKeough.  I  take  it.  Governor,  that  this  proposal  is  a  sub- 
stitute for  the  recently  enacted  national  housing  program  that  called 
for  a  Government  subsidy.  It  is  my  recollection  in  the  closing  hours 
of  the  last  session  when  this  committee  was  considering  the  national 
housing  legislation,  similar  recommendations  to  those  now  incorpor- 
ated in  this  proposed  enactment  were  offered  to  this  committee  to  be 
included  in  the  then  being  considered  national  housing  bill.  Is  that 
correct? 

Mr.  EccLES.  Well,  to  quite  a  large  extent,  but  not  entirely.  The 
90  percent  was  not  in  those  proposals. 

Mr.  McKeough.  The  philosophy  of  this  was  in  those  proposals? 

Mr.  EccLEs.  Yes. 

Mr.  McKeough.  I  take  it  the  Administration  is  now  moving 
away  from  the  direct  subsidy  idea  they  provided  for  the  national 
housing  authorities  by  this  program  to  invite  private  capital  into  the 
situation  and  merely  have  the  Government  back  of  the  mortgage- 
insurance  feature  rather  than  a  direct  100-percent  subsidy  and  con- 
tinued contribution  to  the  maintenance  of  this  low-cost  housing.  Is 
that  correct? 

Mr.  EccLES.  That  is  correct. 

Mr.  McKeough.  I  wonder  what  is  the  cause  of  the  rapid  abandon- 
ment of  the  old  theory?  What  is  the  cause  of  the  new  philosophy? 
Is  it  purely  to  balance  the  Budget  that  we  have  abandoned  the  na- 
tional housing  program  and  substituted  therefor  this  proposal? 
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Mr.  EccLES.  I  do  not  think  there  is  any  abandonment  of  any 
housing  program.  So  far  as  I  know  the  housing  program  that  was 
passed  to  provide  for  the  low-income  group  is  being  administered. 
It  was  never  intended,  so  far  as  I  know,  to  subsidize  housing  for  the 
people  as  a  whole.  Such  a  thing  of  course  would  be  impracticable 
and  impossible. 

Mr.  McKeough.  But  the  fact  is  in  accordance  with  the  President's 
message  he  points  out,  and  I  think  very  correctly,  that  in  the  large 
centers  of  population  60  to  80  percent  of  the  citizens  in  those  areas 
are  renters. 

Mr.  EccLES.  In  some  they  would  not  average  that. 

Mr.  McKeough.  I  think  that  would  be  typical  of  New  York, 
Chicago,  Philadelphia,  and  other  large  industrial  northern  cities. 

Mr.  EccLES.  Possibly  right  in  the  cities  it  may  be  true. 

Mr.  McKeough.  I  am  wondering  with  this  proposal  with  a  maxi^ 
mum  of  a  90-percent  loan  on  a  $6,000  maximum-price  home,  whether 
it  is  going  to  be  any  benefit  to  those  larger  population  areas,  and  if  it  is 
not,  what  is  the  practical  possibility  of  stimulating  construction  with 
that  great  bulk  of  the  people  removed  from  these  so-called  benefits 
nnder  this  proposal? 

Mr.  EccLES.  The  90-percent  loan  on  an  individual  home  of  course 
^all  not  help  much  in  the  few  great  metropolitan  centers  because 
people  do  not  live  m  individual  homes.  They  have  got  to  get  out  of 
the  cities  into  the  suburban  areas.  It  is  desirable  that  they  should. 
It  seems  to  me  that  instead  of  encouraging  a  greater  congestion  in  the 
cities  and  paying  higher  land  costs  in  order  to  build  places,  which  must 
rent  for  rates  higher  than  most  people  can  pay,  it  would  be  more 
desirable  to  get  out  of  the  cities. 

Mr.  McKeough.  One  more  thing,  and  I  do  not  want  to  delay 
l)ecause  there  is  a  roll  call  in  the  House,  but  you  made  a  reference  m 
answer  to  Mr.  Patman's  question  about  the  national  economy  getting 
out  of  balance  with  great  rapidity  since  last  spring,  indicating  in  your 
opinion  it  was  because  the  farmer  was  being  paid  out  of  parity  and 
likewise  the  great  army  of  the  unorganized  workers  were  suffering. 
I  have  no  quarrel  with  that  statement.  I  am  just  wondering  if  you 
are  willing  to  indicate  you  are  in  sympathy  with  the  proposals  of  the 
administration  to  bring  about  by  the  special  session  of  Congress  now 
in  session  the  enactment  of  a  crop-control  bill  and  a  minimum-wage 
and  maximum-hour  bill  ? 

Mr.  EccLES.  I  would  prefer  not  to  express  myself  with  reference 
to  either  one  of  those  bills. 

Mr.  McKeough.  I  am  talking  about  the  proposals,  not  the  various 
pieces  of  legislation.     Are  you  in  favor  of  the  proposal? 

Mr.  EccLES.  To  answer  that  question  "yes''  or  "no"  could  only 
be  misunderstood.     I  could  answer  it  "yes  and  no." 

Mr.  McKeough.  Yes  and  no.  That  is  not  the  attitude  of  the  entire 
Administration  is  it  Governor? 

Mr.  EccLEs.  I  cannot  speak  for  the  rest  of  the  Administration. 

Mr.  Hancock.  Governor  Eccles,  if  this  program  is  enacted  and 
becomes  a  real  success  in  accomplishing  the  objects  which  you  have 
so  clearly  stated  will  it  not  be  necessary  that  the  Adininistration 
have  the  wholehearted  cooperation  of  all  lending  institutions  in  the 
United  States.  Certainly  no  legislation  should  be  enacted  which 
would  destroy  any  legitimate  home-financing  institution. 


Mr.  EccLES.  That  will  be  very  helpful.  However,  the  Mortgage 
Association,  it  seems  to  me  will  go  along  ways  toward  brmging  about 
that  condition  more  fully  than  would  be  the  case  without  a  mortgage 
association  providing  a  right  market.  I  would  like  to  say  this  about 
the  mortgage  association 

Mr.  Hancock  (interposing).  Is  it  not  a  fact  that  you  want  the 
mortgage  association  to  serve  as  sort  of  a  lead  horse? 

Mr.  EccLEs.  We  want  it  to  provide  a  market  for  these  insured 
loans  which  are  made,  and  as  a  matter  of  fact  the  mortgage  associa- 
tions can  only  make  loans  directly  on  the  large  limited  dividend 
projects.  Ordinarily  they  would  not  make  loans  du-ectly  on  the 
projects  under  $200,000.  ,  , 

Mr.  Hancock.  There  is  some  doubt  in  my  mind  about  the  present 
language,  but  you  may  be  correct. 

Mr.  Eccles.  Thus  'it  does  not  go  mto  direct  lending  with  private^ 
institutions,  but  it  does  provide  a  market  for  loans  which  they  may 

make.  . 

Mr.  Hancock.  The  point  I  am  trying  to  make  is  just  this:  We  do 
not  want  to  do  anything  by  this  legislation  that  perhaps  helps  in  one 
place  but  destroys  in  another  and  therefore  it  is  essential  that  the 
legislation  be  practical,  fair,  and  sound,  and  I  am  just  wondering  in 
the  light  of  the  number  of  institutions  that  have  been  carrying  on 
building  programs  in  this  country  for  many,  many  years  and  have 
made  a  reasonable  success  of  it,  do  you  think  those  institutions  which 
have  to  pay  dividends  or  interest  on  all  their  thrift  funds  can  continue 
to  secure  money  from  savers  today;  service  their  loans  and  render  a 
constructive  service  to  their  communities  and  be  successful  on  an 
interest  rate  of  less  than  5  percent?  Remember,  I  am  for  the  lowest 
rate  for  home  owners  we  can  consistently  and  soundly  work  out. 

Mr.  EccLES.  You  are  speaking,  I  assume,  of  the  building  and  loan 
associations  and  the  savings  associations? 

Mr.  Hancock.  Particularly  the  building  and  loan  cooperatives, 
savings  banks,  and  other  legitimate  home-financing  institutions. 

Mr.  EccLES.  I  do  not  think  that  you  can  today  operate  on  less  than 
a  5-percent  basis.  They  certainly  cannot  and  pay  3 — as  many  of 
them  do — and  Zji  and  even  4  percent  to  their  certificate  holders  who 
in  many  instances  have  become  savings  depositors  because  they  are 
permitted  to  do  so.  Contrary  to  the  practice  of  the  savings  and  loan 
(building)  associations  of  Great  Britain  which  are  largely  mutual,  as 
I  understand  it,  and  do  not  operate  as  deposit  institutions  in  our 
sense,  our  savings  and  loan  associations  do  in  my  opinion  operate  to 
a  great  extent  as  deposit  institutions. 

Mr.  Hancock.  I  thought  it  was  a  matter  of  record  that  a  very 
large  percentage  of  our  building  societies  do  not.  Are  you  not  in 
error  about  that? 

Mr.  EccLES.  I  am  saying  that  a  good  many  of  them  do  permit 
withdrawals  of  funds  on  demand  or  upon  a  very  short  period  of  time. 
Now,  of  course,  it  is  difficult  to  operate  on  a  demand  basis  or  upon 
even  a  quasi  basis  of  demand,  and  at  the  same  time  hold  long-term 
securities  to  the  extent  necessary  where  interest  is  paid.  Now  I 
think  that  3  percent  might  well  be  paid,  or  maybe  even  3%  percent 
paid  if  a  5-percent  loan  rate  is  established. 

Mr.  Hancock.  Governor,  you  would  not  expect  the  ordinary  indi- 
vidual to  invest  in  any  private  financial  institution  at  2^  or  2%  per* 
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cent  when  he  could  turn  around  in  the  open  market  and  buy  a  Govern- 
ment bond  that  would  yield  3  percent,  would  you? 

Mr.  EccLES.  Well,  they  do. 

Mr.  Transue.  Mr.  Chairman,  there  is  a  call  on  the  floor  of  the 
House  and  I  suggest  we  adjourn  and  come  back  later. 

Mr.  Hancock.  I  should  hke  to  complete  this  discussion  at  a  later 
date.     I  do  feel  that  I  have  made  my  own  position  clear. 

Mr.  Transue.  I  so  move  you,  Mr.  Chairman. 

The  Chairman.  All  right',  gentlemen,  we  will  meet  tomorrow  at 

10:30. 

Mr.  EccLBS.  I  would  like  not  to  be  misunderstood. 

Mr.  Abner  H.  Ferguson.  Mr.  Chairman,  may  I  make  a  statement 
for  2  minutes? 

The  Chairman.  Yes.  •       ^j 

Mr.  Abner  H.  Ferguson.  In  connection  with  the  question  Mr. 

Fish  asked. 

Mr.  McKeough.  In  the  light  of  Mr.  Fish's  absence  I  do  not  think 

that  would  be  appropriate  at  this  time. 

Mr.  Abner  H.  Ferguson.  I  only  want  to  state  here  that  the  clear 
intention  when  the  Housing  Act  was  passed,  as  appears  from  the 
hearing,  was  that  this  fund  should  pay  the  expense  of  admmistration 
and  that  requirement  is  written  into  the  act. 

The  Chairman.  All  right,  we  will  adjourn  until  10:30  o'clock  to- 
morrow morning.  ;  M  ^/^  OA 

(Whereupon,  at  12:15  p.  m.,  the  committee  adjourned  until  10:30 
a.  m.,  Friday,  December  3,  1937.) 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


FRIDAY,  DECEMBER  3,  1937 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

The  committee  met  at  10:30  a.  m.,  pursuant  to  adjournment,  Hon. 
Henry  B.  Steagall  (chairman)  presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  Reilly,  Hancock,  Wil- 
liams, Spence,  Farley,  Meeks,  Kopplemann,  Ford  of  California,  Brown, 
Patman,  McKeough,  Evans,  Transue,  McGranery,  Barry,  Wolcott, 
Fish,  Luce,  and  Crawford. 

The  committee  had  under  consideration  H.  R.  8520,  the  adminis- 
tration housing  bill . 

The  Chairman.  All  right,  gentlemen,  the  committee  will  come  to 
order. 

Governor  Eccles,  you  may  resume  your  statement,  please. 

STATEMENT  OF  MARRINER  S.  ECCLES— Resumed 

Mr.  Eccles.  A  good  deal  has  been  said  about  this  high  interest 
charge  of  5  percent,  which  means  a  total  charge  of  5)^  and  5%  percent. 
It  includes  one-quarter  for  mortgage  insurance  on  the  small  properties 
and  one-half  on  the  larger  properties.  Five  percent  is  the  real  interest 
rate  that  the  lending  institution  gets.  If  it  were  possible  to  get  a 
lower  rate,  I  certainly  would  be  for  doing  so.  However,  the  Govern- 
ment offers  a  baby  bond  that  after  the  second  year  pays  all  the  way 
from  2  to  2.9  percent  if  it  is  matured  and  has,  as  I  understand,  a  tax- 
free  feature  as  well.  Lending  institutions  such  as  savings  banks  or 
building  and  loan  companies,  particularly  the  building  and  loan  com- 
panies that  do  a  considerable  business  in  selling  certificates  maturing 
over  a  period  of  time,  naturally  have  to  pay  more  than  the  Government 
offers  to  pay.  They  have  to  pay,  in  order  to  attract  private  funds  at 
all,  3  percent  and  3)^  percent.  It  therefore  becomes  quite  impossible 
to  ask  that  they  loan  money  at  3  or  3  percent  and  assume  the  expense 
of  making  the  loan  and  of  collecting  payments  and  foreclosure  costs 
in  case  the  loan  is  not  paid.  The  question  in  my  mind  is  how  attrac- 
tive to  lending  institutions  under  that  kind  of  set-up  a  5-percent  rate 
is  likely  to  be. 

As  far  as  the  borrower  is  concerned,  there  is  the  insurance  which  to 
him  is  the  same  as  interest,  and  which  makes  a  total  rate  of  5%  to  5%, 
If  a  lower  cost  is  expected,  it  cannot  be  effected,  it  seems  to  me,  unless 
some  form  of  subsidy  is  given  to  the  borrower.  I  am  not  advocating 
that.  I  am  merely  pointing  out  what  seem  to  me  to  be  the  obvious 
situation. 
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Mr.  GoLDSBOROUGH.  WTicii  you  say  that  is  a  5-percent  rate,  the 
interest  and  amortization  is  paid  by  the  month? 

Mr.  EccLEs.  That  is  right. 

Mr.  GoLDSBOROUGH.  That  amounts  to  over  6  percent? 

Mr.  EccLEs.  No;  5  percent  on  the  balance.  It  is  not  discounted. 
It  is  a  true  interest,  5  percent  paid  on  the  unpaid  balance.  They  get 
credit  for  the  payment. 

Mr.  GoLDSBOROUGH.  Yes,  I  know;  but  the  interest  is  paid  monthly. 

Mr.  EccLES.  It   is   in   an   amortized   loan.     It  is  in   a   montlily 

payment. 

Mr.  GoLDSBOROUGH.  But  if  you  will  make  your  calculation  you 
will  find  that  the  interest  as  contrasted  with  interest  paid  annually  is 
over  6  percent. 

Mr.  EccLES.  No;  I  would  not  agree  on  that.  There  may  be  some 
Tery  shght  difference,  but  it  is  slight.  There  are  few  obligations  where 
the  interest  is  paid  annually.  Practically  all  bonds  that  are  issued  are 
paid  either  quarterly  or  semiannually,  and  on  every  type  of  interest- 
bearing  obhgation  the  interest  is  usually  paid  quarterly  and  seldom 
less  than  semiannually. 

Mr.  GoLDSBOROUGH.  Now,  in  my  district  prior  to  1929  and  for  20 
years  prior  to  1929,  or  30  years,  the  interest  payment  on  savings  was 
4  percent.  The  banks  charged  us  6  percent  straight  for  loans  on 
mortgages  and  they  all  got  rich. 

Mr.  EccLEs.  I  do  not  know  of  very  many.  I  think  the  record  of 
the  banks  for  the  last  10  years  will  not  show  that  many  of  them 

got  rich. 

Mr.  GoLDSBOROUGH.  I  was  not  speaking  of  banks  for  the  last  10 
years.  Of  course  the  system  ot  percentage  reserves  resulted  in  the 
failure  of  all  the  banks  in  the  country,  but  I  was  speaking  of  the 
period  of  relative  normalcy,  the  period  from  the  turn  of  the  century 
until  1929,  and  that  period  was  a  period  of  great  prosperity  for  the 

bankers.  j-  x  •  x 

Mr.  EccLEs.  I  do  not  know  what  rate  was  charged  in  your  district. 
You  say  that  was  6  percent.  I  suppose  that  was  on  a  straight  50- 
percent  mortgage. 

Mr.  GoLDSBOROUGH.  Oh  no,  75  percent. 

Mr.  EccLEs.  Banks  of  course  were  prohibited,  that  is,  the  national 
banks  and  most  State  banks  were  prohibited  from  makmg  more  than 
50-percent  mortgages.  I  do  not  know  what  the  laws  of  Maryland 
are,  but  50  percent  is  the  customary  base  in  making  mortgages  and 
there  were  no  monthly  payments.  They  were  straight  mortgages 
usually,  and  that  was  the  type  of  lending.  However,  this  is  true: 
If  a  borrower  should  borrow  90  percent  on  a  home,  or  if  a  builder 
borrowed  sufficient  to  build  properties  for  rent,  he  would  in  nearly 
every  instance  place  a  first  mortgage,  a  second  mortgage,  and  some- 
times a  third  mortgage,  and  the  cost  of  that  financing  during  the 
twenties  for  the  90-  or  80-percent  loan  was  better  than  10  percent. 

Mr.  GoLDSBOROUGH.  Of  course,  that  is  true,  but  your  contention 
is,  as  I  imderstand  it,  these  mortgages  are  perfectly  safe,  these  90- 
percent  mortgages. 

Mr.  EccLEs.  Yes;  that  is  correct.  That  is  right,  as  safe,  so  far  as 
the  institution  is  concerned.  I  would  not  make  a  90-percent  loan 
without  the  benefit  of  insurance  and  the  benefit  of  the  3-percent 
debenture. 


Mr.  GoLDSBOROUGH.  You  are  talking  about  the  guaranteed  loan, 
iust  simply  betting  on  the  future? 

Mr.  EccLEs.  That  is  right.  The  borrower,  however,  as  a  result  of 
that  type  of  loan  did  not  get  the  benefit  of  a  greatly  reduced  cost. 
The  point  I  am  trying  to  make  is,  the  cost  of  this  financing  is  less  than 
half  the  cost  of  similar  financing,  and  I  do  not  know  how  you  can  get 
the  cost  less  than  is  proposed  here  unless  the  Government  itself  either 
makes  a  subsidy  of  some  kind  or  itself  goes  into  the  business  of  doing 
all  the  lending.  So  far  as  private  institutions  are  concerned,  it  is  not 
possible  for  them  to  attract  pubhc  funds  and  go  to  the  expense  of 
handling  those  funds  and  loaning  the  money  and  making  the  collec- 
tions, at  less  than  the  return  provided  in  this  proposal. 

Mr.  Transue.  Mr.  Chairman. 

The  Chairman.  Just  a  moment. 

Mr.  Transue.  Yes,  sir.  . 

The  Chairman.  Governor,  I  do  not  think  there  is  any  difference 
as  to  the  view  that  it  is  desirable  to  lower  interest  rates  on  loans  for 
home  construction  wherever  it  is  possible  to  do  it.  We  all  agree  to 
that,  but  that  is  not  the  chief  purpose  of  this  bill.  If  we  had  a  situ- 
ation that  presented  no  problem  except  high  interest  rates  that  would 
be  a  thing  to  which  we  might  very  well  concern  ourselves  with,  which 
we  might  attempt  to  deal  with,  but  we  are  trying  to  stimulate  ac- 
tivity not  with  the  regard  to  interest  rates  to  be  paid,  but  we  want  to 
get  business  going  and  that  is  the  purpose  of  this  bill,  not  to  hamstring 
the  activity  of  this  kind  but  to  try  to  stimulate  it,  so  we  want  to  be 
sure  we  do  not  put  an  interest  rate  in  here  that  will  defeat  the  purposes 
of  the  bill  and  I  hope,  and  we  have  every  reason  to  believe,  we  will 
have  a  constructive  administration  of  this  law  that  will  administer  it 
with  a  view  of  protecting  the  pubUc  on  interest  rates.  If  we  make  the 
matter  of  interest  rates  the  paramount  thing  we  might  not  be  able  to 
accompUsh  the  real  purposes  of  this  legislation. 

Mr.  GoLDSBOROUGH.  On  the  other  hand,  unless  the  interest  rates 
are  kept  carefully  in  mind  all  you  will  be  doing  is  makmg  a  sucker  of 
the  buyer.  That  will  be  the  ultimate  result  and  the  property  will 
ultimately  be  unloaded  to  sharks  and  I  say  the  interest  rates  will  be 
a  vital  factor. 

Mr.  Fish.  If  you  do  not  lower  the  interest  rates,  what  is  the  use  of 
legislation  at  all?    You  can  go  to  the  banks  right  now  and  borrow  for 

5  and  5K. 

Mr.  EccLES.  This  bill  does  not  just  cover  the  question  of  interest 
rate.  A  reduction  of  a  half  of  1  percent  is  proposed.  That  is  done 
by  regulation.  The  insurance  cost  is  lowered  on  mortgages  on  homes 
under  $6,000,  making  a  total  reduction  from  QYa  to  5)i.  On  the 
larger  homes  the  reduction  is  from  6%  to  5K. 

This  bill  also  makes  very  important  amendments.  It  makes 
possible  the  loaning  of  from  $16,000  to  $200,000  on  mdividual  rental 
properties,  with  the  loans  not  in  excess  of  $1,000  a  room,  or  on  a 
group  of  houses  built  and  leased  one  at  a  time.  It  also  expands  the 
Bmited-dividend  section,  making  possible  mass  production.  The 
question  of  cost  is  not  merely  the  question  of  financing  cost.  That  is 
of  course  a  factor  and  as  I  said  a  moment  ago,  the  financing  cost  is 
less  than  half  of  the  cost  of  similar  financing  in  the  twenties.  We  had 
$8,000,000,000  worth  of  bonds  used  to  finance  apaj-tment  and  real- 
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estate  operations  in  the  twenties,  and  we  know  they  paid  7  percent  and 
some  of  them  8  percent,  and  there  was  offered  5,  10,  15,  or  20  points 
commission  for  the  underwriting  and  distribution  of  them  so  that  the 
borrower  paid  in  nearly  all  of  your  real-estate  developments  very  high 
rates 

Now,  the  elements  of  cost  are  important  and  little  consideration 
has  been  given  to  them,  and  I  do  not  see  that  much  can  possibly  be 
done  by  legislation,  but  there  is  certainly  somethmg  we  must  recog- 
nize and  that  is  the  high  labor  costs  in  the  buildmg  trades,  which  are 
as  high  in  many  instances,  if  not  higher,  than  they  were  at  the  time 
the  interest  rate  was  8  and  10  percent.  ^ 

Mr.  McKeough.  Does  that  include  material,  also,  Governor? 

Mr.  EccLES.  I  was  just  going  to  say  material  went  up  in  manjr  cases 
to  the  '29  level.  However,  materials  are  coming  down.  So,  the 
question  of  reducing  costs  here  does  not  purely  revolve  around  the 
question  of  interest  rate.  It  is  not  practical  or  possible  to  uphold 
monopolistic  material  prices  where  production  has  been  greatly 
reduced  and  the  price  remains  the  same,  or  where  employment  has 
been  greatly  reduced  and  the  high  wage  rate  is  also  maintained. 
There  are  two  great  elements  of  cost,  of  course,  and  I  cannot  see  how 
we  can  expect  to  have  a  deflated  interest  structure  and  an  inflated 
price  structure.     They  just  do  not  go  together. 

Mr.  Fish.  Everything  you  have  said  we  all  know  is  true,  but 
nevertheless  eveiything  you  have  said  shows  the  necessity  for  a  low 
rate  of  interest  if  you  are  going  to  get  prospective  home  owners  in 
possession  of  their  own  homes.  One  thing  you  left  out  was  high 
taxes.  In  view  of  high  taxes  and  the  high  cost  of  labor  and  interest 
rates  it  is  essential  to  have  a  lower  interest  rate  if  we  are  going  to  have 
building,  and  that  is  the  primary  object  of  the  bill. 

Mr.  EccLES.  Interest  rates  cannot  be  made  arbitrarily. 

Mr.  Fish.  Certainly  not.  .     i    i     i      j 

Mr.  EccLES.  As  I  explained  I  think  before  you  came  m,  baby  bonds 
yield  from  2  to  2.9  percent  with  certain  tax-free  features,  and  they 
are  of  course  attracting  the  savings,  the  funds  which  institutions  loan 
on  buildmg.  If  they  have  to  pay  3  or  3  )^  percent,  as  many  of  them  do— 
2K  percent  is  the  usual  payment  of  savings  institutions  in  a  great 
many  sections  of  the  country — it  is  not  easy  to  get  the  interest  rate 
down  to  3  or  3 M  percent.  The  farmers  were  given  a  3K-percent  rate 
but  everyone  recognizes  there  is  a  subsidy  in  that  rate.  Every  one 
recognizes  the  market  does  not  furnish  that  rate.  There  is  a  Govern- 
ment subsidy  in  that  rate.  .J  f 
As  I  said  a  moment  ago,  we  are  trying  to  get  away  from  the  idea  of 
Government  subsidies.  A  great  many  people  feel  the  time  has  come 
when  the  Nation  ought  to  stand  on  its  own,  and  when  you  do  that 
you  have  the  practical  problem  to  deal  with,  and  as  I  said,  I  think  this 
question  of  cost  is  important  and  the  rate  is  certainly  as  low  as  it  is 

possible  to  go.  *  ,.      o        i 

Mr.  Fish.  What  does  the  Governor  think  of  amending  State  laws  to 
grant  an  exemption  of  $2,000  on  low-price  buildings?  I  want  to  get 
the  Governor's  impression. 

Mr.  Patman.  What  can  Congress  do  about  State  laws? 

Mr.  Fish.  I  asked  his  views  on  it.  It  would  help  very  much  if  he 
backed  it,  because  his  voice  carries  over  the  Nation. 

Mr.  Patman.  There  is  not  anything  Congress  can  do. 


The  Chairman.  There  are  some  States  that  have  had  the  good 
sense  to  deal  with  that  problem.  They  have  done  it  in  Alabama  and 
New  I  ork. 

Mr.  Patman.  But  we  cannot  do  it  here. 

Mr.  EccLEs.  Anything  that  is  done  to  reduce  taxes  on  new  home 
construction  might  tend  to  encourage  construction.  What  the  situa- 
tion may  be  m  the  various  States  with  reference  to  the  possibility  and 
practicabihty  of  doing  it,  is,  of  course,  a  matter  that  would  have  to  be 
decided  upon  m  the  States.  There  are  some  costs  that  are  important. 
The  yanous  costs  of  title  examination,  in  many  cases,  are  altogether 
^Z^  if  u  ^^i^s^>  and  the  appraisal  costs  are  often  higher  than  they 
should  be,  and  there  are  instances  where  commissions  are  paid  for  the 
securmg  of  the  loan  or  the  making  of  the  loan,  just  a  flat  commission 
It  seems  to  me  that  the  Federal  Housing  Administration  by  regulation 
should  prohibit  commissions  of  that  sort  being  paid.  That  would  tend 
^  \x    m   ^^®  ^^®*"     ^  ^^  ^^^  anything  that  can  reduce  the  cost 

Mr  Transue.  Will  this  program  raise  the  cost  of  materials  that 
go  mto  these  houses  and  raise  the  cost  of  labor  that  goes  into  these 
nouses? 

Mr.  Eccles.  What  was  that? 

Mr  Transue.  Will  this  program  raise  the  cost  of  materials  that 
go  m  the  houses  and  also  raise  the  cost  of  labor  for  construction  of  those 
houses? 

Mr.  Eccles.  Well,  I  do  not  think  so. 

Mr.  Transue.  Why  not? 

Mr.  Eccles.  Well,  for  the  very  reason  that  you  have  tremendous 
Idle  capacity  today.  I  think  the  experience  that  labor  and  possibly 
business  people  have  had  during  the  past  year  will  teach,  if  it  teaches 
anythmg,  that  when  costs  go  beyond  what  the  people  can  afford  to 
pay,  and  are  able  to  pay,  they  lose  their  business  for  materials  and  they 
lose  their  jobs.  Buildmg  activity  started  to  turn  down  in  dh-ect 
relationship  to  the  increased  cost  of  labor  and  material. 

Mr.  Transue.  And  where  there  is  demand  for  both  labor  and 
material  they  both  go  up? 

Mr.  Eccles.  If  you  get  a  demand  beyond  ability  to  supply  the 
^^??^'  m^  promote  monopoly  in  either  field,  they  can  put  up  costs. 

Mr.  iRANSUE.  Were  these  costs  affected  recently  by  monopohes? 
.  Mr.  Eccles.  Well,  while  every  one  had  been  talking  and  expecting 
inflation  we  had  had  a  great  degree  of  stabihty  m  price  levels  for  a 
penod  of  about  3  years,  up  until  early  last  fall,  a  year  ago.  The 
amount  of  forward  buying  was  very  great  commencing  at  that  tune, 
because  there  was  a  fear  that  prices  would  be  higher.  The  desh-e  of 
people  to  make  improvements,  and  of  business  institutions  to  carry  out 
expansion  or  modermzation  of  their  plants  or  other  facilities  that  they 
^ad  neglected  to  do  for  a  period  of  3  or  4  years,  tended  without  ques- 
tion to  create  a  very  large  demand  over  a  very  short  period  of  time  and 
tnere  w^as  a  huge  accumulation  of  orders  that  could  not  be  filled  The 
strikes  that  developed  during  that  period  also  added  to  the  feeling  of 
imcertainty  as  to  the  ability  of  various  mstitutions  to  fiU  orders,  lud 
inat  tended  to  further  cause  the  placing  of  orders. 

Mr  Transue.  Now  you  have  said  our  economy  began  to  get  out 
01  balance  last  spring  because  of  low  wages  being  paid  unorganized 
labor  and  low  prices  being  paid  for  farm  products. 

Now,  how  will  this  program  tend  to  raise  either  one*^ 
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Mr.  EccLES.  I  did  not  say  our  economy  got  out  of  balance  last 
spring.  It  began  the  fall  before  last  spring,  through  the  changes  of 
prices  that  tended  to  create  a  de-equilibrium  in  the  economy.  Farm 
prices  went  down  and  other  prices  went  up. 

Mr.  Transue.  Is  that  true  now?  Is  it  true  our  economy  is  out  of 
balance  because  of  the  low  prices  to  farmers  and  low  wages  to  unor- 
ganized workers? 

Mr.  EccLES.  Well,  I  thmk  so.  I  think  that  either  those  on  the 
up  side  or  high-price  side  should  be  brought  down  or  the  others 
brought  up,  possibly  some  of  both. 

Mr.  Transue.  How  will  this  help  those  two  groups? 

Mr.  EccLES.  Well,  to  the  extent  it  creates  more  business  activity 
and  more  employment — it  helps  everybody. 

Mr.  Transue.  But  it  will  first  help  the  organized  workers  m  the 
building  trades  and  the  material  men  m  the  building  business.    Is 

that  not  correct? 

Mr.  EccLES.  Well,  it  will  help  the  railroads  very  materially  and  it 
will  help  the  employment  all  the  way  down  the  line.  Every  time 
there  is  a  skilled  worker  employed,  that  creates  employment  for  the 
unskilled  workers  throughout  the  various  activities  of  industry. 
There  is  not  anything  Uke  building  to  increase  activity  throughout 
the  whole  economy. 

Mr.  Luce.  Mr.  Chairman. 

The  Chairman.  Go  ahead,  Mr.  Luce. 

Mr.  Luce.  Would  you  include  in  your  reasons  for  the  present 
situation  the  fact  the  President  promised  increases  in  prices  up  to 
two-fifths,  and  has  largely  carried  out  his  promise? 

Mr.  EccLES.  Well,  you  had  a  very  uneven  increase  in  prices.  The 
prices  were  in  no  sense  a  balanced  increase.  If  they  had  been  the 
situation  would  be  very  different  than  it  is  today.  It  is  the  unbalanced 
increase  of  prices— with  steel  prices  today  at  120  percent  of  1929  prices 
and  cotton  at  7  cents.  You  cannot  simply  consider  an  average  of 
prices,  taking  the  entire  index,  because  certain  monopolistic  prices 
may  be  held  very  high  and  other  prices  have  gone  verv  low,  and  you 
have  a  condition  of  stagnation  because  one  group  is  unable  to  exchange 
its  goods  and  services  for  the  goods  and  services  of  another  group. 

Mr.  Luce.  I  simply  wanted  to  bring  out  the  fact  the  President 
promised  the  increase  in  price  which  has  taken  place. 

Mr.  EccLES.  I  do  not  think  it  has  taken  place  in  certain  fields. 

Mr.  Luce.  Then,  he  has  failed  in  his  purpose. 

Mr.  EccLES.  There  is  not  a  uniform  increase  in  price. 

Mr.  Luce.  Has  he  not  therefore  failed  in  his  purpose  and  his 

promise?  .  .        .  . 

Mr.  EccLES.  As  to  an  effort  to  bring  about  mcreases  m  prices,  n 
involves  the  whole  economic  field  and  where  you  have  a  high  tariff 
and  protected  manufactured  goods  you  have  agriculture  depending 
upon  a  world  market.  You  certainly  cannot  get  a  balance  unless  you 
do  something  to  help  agriculture.  You  have  got  to  either  biing  one 
up  or  the  other  down. 

Mr.  Luce.  True  enough,  but  his  economic  advisors  must  have 
failed  to  take  into  account  those  things. 

Mr.  EccLES.  I  do  not  know  that.  . 

Mr.  Barry.  Governor,  this  bill  is  designed  to  stunulate  business 
and  not  as  a  rehef  measure,  and  as  it  now  is  drafted  it  appUes  mainly 


to  homes  of  $6,000  and  less.  The  county  I  come  from  has  a  popula- 
tion of  1,250,000  people.  About  85  or  90  percent  of  the  county  con- 
sists of  one  family  homes  and  the  majority,  by  far  the  big  majority 
of  these  one-family  homes,are  worth  more  than  $6,000. 

Now  people  who  can  afford  homes  of  $6,000  and  more  earn  from 
$3,000  to  $5,000  and  up.  Do  you  not  think  some  inducement  should 
be  made  to  that  very  substantial  market  in  order  to  stimulate  indus- 
try? Do  you  not  think  instead  of  jumping  from  10  to  20  percent  that 
those  who  buy  homes  in  excess  of  $6,000  should  be  given  advantage 
of  the  10  percent  and  then  gradually  scaled,  to  attract  that  market? 

Mr.  EccLEs.  I  do  not  think  so  for  this  reason.  People  who  can 
afford  to  pay  more  than  $6,000  for  a  home  ought  to  be  able  to  pay  a 
down  payment  of  20  percent.  Otherwise  you  have  the  question 
whether  or  not  they  can  afford  better  than  a  $6,000  home.  Secondly, 
the  market  for  more  expensive  homes  is  very  limited.  The  risk  is 
very  much  greater,  and  there  is  a  greater  risk  on  a  loan  on  a  $10,000 
home  with  a  20  percent  down  payment  than  there  would  be  on  a 
$5,000  home  with  a  10  percent  down  payment. 

Mr.  Barry.  Now  after  all,  those  that  can  afford  a  $6,000  home  are 
in  the  lower-income  brackets? 

Mr.  EccLEs.  They  are  over  75  percent  of  the  people  of  the  United 
States. 

Mr.  Barry.  Talking  about  the  country;  yes.  This  is  not  a  relief 
measure.    This  is  a  measure  to  stimulate  business. 

Mr.  EccLES.  Yes;  that  is  right. 

Mr.  Barry.  In  New  York  City  the  average  civil-service  employee, 
and  there  are  hundreds  and  thousands  of  them,  do  not  happen  to  have 
too  much  cash  on  hand.  It  is  the  opinion  of  the  newspapers  that 
Queens  County  has  had  more  building  than  any  other  county  in  the 
country,  and  their  contentions  is  you  are  not  going  to  offer  any 
attraction  to  this  market.  I  disagree  with  you.  I  think  the  man 
that  earns  more  is  a  more  reliable  risk  than  the  man  who  earns  less. 

Mr.  EccLES.  Well,  I  do  not  know  that  I  can  say  any  more.  I  feel 
that  an  80-percent  loan  on  a  home  that  exceeds  $6,000,  or  these  large 
apartment  operations,  is  about  as  great  a  risk  as  could  be  assumed. 
There  is  also  the  factor  that  the  shortage  today  throughout  the  country 
is  not  in  the  liigher-priced  homes.  We  find  that  among  the  higher- 
priced  homes  and  also  the  higher-priced  apartments,  that  is  those 
apartments  going  for  the  largest  rentals,  there  is  still  a  surplus,  that 
the  shortage  exists  in  the  case  of  properties  covering  the  abihty  of  the 
average  family  to  rent. 

Mr.  Barry.  I  think  the  average  home  is  $8,000  to  $10,000  in 
Queens  County,  for  example.  Do  you  think  it  is  unreasonable  to 
expect  10  percent  on  the  first  $6,000  and  20  percent  on  the  remain- 
ing $4,000? 

Mr.  EccLES.  As  I  say,  the  difficulty  about  it  is  that  there  is  » 
surplus  and  not  a  shortage  of  your  higher-prices  homes.  They  are 
still  selling  at  a  great  deal  less  than  they  can  be  built  for.  There  is 
very  little  demand  throughout  the  country  for  credit  on  that  type  of 
structure,  and  so  long  as  you  have  a  surplus  of  properties  for  rent  or 
for  sale  in  that  class,  it  would  seem  to  me  that  is  not  a  problem  that 
iieeds  to  be  given  very  much  consideration  at  this  time. 

Mr.  Barry.  Are  you  aware  of  the  fact  that  onlv  a  small  percentagie 
of  the  homes  in  New  York  City  can  be  built  for  $6,000? 
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Mr.  EccLEs.  They  have  got  to  be  brought  down  in  cost  because 
people  cannot  afford  to  pay  rental  on  properties  that  cost  so  much. 

Mr.  WoLCOTT.  Mr.  Eccles,  in  reply  to  the  question  asked  by  Mr. 
Luce,  you  stated  our  economy  nught  have  been  thrown  out  of  balance 
by  certain  tariff  protection  given  to  industry,  inferring  that  the  same 
protection  had  not  been  given  to  agriculture.  Do  you  think  that 
caused  the  recession? 

Mr.  Eccles.  1  would  prefer  not  to  get  into  any  more  discussions 
about  the  cause  of  the  present  recession,  or  the  cure.  I  do  not  object 
to  making  a  statement.  However,  1  would  like  to  take  the  time  to 
make  a  statement  after  thorough  study  so  I  would  not  be  misunder- 
stood. 

Mr.  WoLCOTT.  The  reason  I  asked  that  question  is  because  I  am 
firmly  of  the  belief  if  we  can  find  the  answer  why  commodity  prices 
have  gone  down  and  stock  prices  have  gone  down,  and  we  are  enjoy- 
ing a  business  recession,  we  possibly  >vill  find  the  answer  here.  We 
have  a  sh3rtage  of  houses  I  tliink  there  is  something  very  much 
more  fundamental  in  tliis  bill  than  whether  we  will  build  a  few  houses 

Mr.  Eccles.  So  do  I. 

Mr.  WoLCOTT.  But  does  not  the  success  of  this  bill  depend  largely 
on  whether  the  banks  are  attracted  to  this  form  of  investment? 

Mr.  Eccles.  Whether  the  lending  institutions  are  attracted. 

Mr.  WoLCOTT.  When  I  say  baidvs  I  mean  all  institutions  which 
invest  in  F.  H.  A.  mortgages. 

Mr.  Eccles.  Yes;  you  have  the  national  banks  and  the  vState 
commercial  banks,  the  mutual  savings  banks,  hfe-insurance  com- 
panies and  the  building  and  loan  companies,  and  those  are  the  line 
of  institutions  that  are  engaged  in  the  business  or  can  make  real- 
estate  mortgages  on  homes. 

Mr.  WoLcoTT.  How  much  of  a  spread  must  there  be  between  the 
interest  paid  on  Government  obHgations  and  interest  paid  on  real- 
estate  loans  in  making  these  loans  attractive  for  investment  by 
bankers? 

Mr.  Eccles.  Well,  of  course  they  are  not  in  competition  only  with 
Government  obligations.     You  have  many  other  forms  of  investments. 

Mr.  WoLCOTT.  Industrial  and  municipal? 

Mr.  Eccles.  Yes. 

Mr.  WoLCOTT.  I  had  in  mind  this.  Allowing  for  cariying  charges, 
administrative  costs,  depreciation  and  foreclosure  costs,  what  would 
the  spread  have  to  be  to  make  this  kind  of  investment  equally  as 
attractive  as  a  Government  obligation  or  obhgation  insured  by  the 
Government? 

Mr.  Eccles.  I  think  that  the  5  percent  is  pressing  it  right  down 
to  the  hmit  at  the  present  time.  The  question  of  spread,  to  take 
care  of  the  increased  cost  and  risk  of  foreclosure  would  have  to  be 
one-half  to  2  percent  at  first. 

Mr.  WoLCOTT.  Perhaps  I  should  not  put  it  this  way,  but  it  seems  to 
me  that  in  the  operation  of  this  plan  we  are  completely  at  the  mercy 
of  the  banks.     You  cannot  force  a  bank  to  buy  this  paper,  can  you? 

Mr.  Eccles.  No;  you  cannot. 

Mr.  WoLCOTT.  Has  the  open  market  committee  authority  to  force  a 
bank  to  buy  this  paper? 

Mr.  Eccles.  No  lending  institution,  of  course,  can  be  forced  to 
invest  its  funds  in  anything. 


Mr.  WoLCOTT.  I  have  been  told  if  we  made  two  or  three  changes  in 
this  bill  we  would  have  a  real  estate  building  boom  which  would 
create  a  business  boom  the  hke  of  which  we  have  never  seen,  I  think 
the  builders  are  somewhat  optimistic  in  that  respect. 

Mr.  Eccles.  So  do  I. 

Mr.  WoLCOTT.  Nevertheless  it  is  an  element  that  must  be  taken 
into  consideration.  What  I  want  to  guard  against  and  what  I  think 
this  committee  wants  to  guard  against  is  putting  the  bankers  in 
position  where  they  think  it  is  more  desirable  to  invest  in  industrials 
and  Governments  than  in  this  class  of  paper,  and  therefore  the  attempt 
to  help  the  home  builder  would  be  nullified. 

Mr.  Eccles.  The  national  mortgage  association  which  is  expected 
to  be  set  up  mth  $50,000,000  from  the  R.  F.  C.  will  tend  to  make  our 
insured  mortgages  more  attractive  than  otherwise  would  be  the  case, 
because  a  mortgage  association  would  provide  an  immediate  market 
for  these  insured  mortgages  at  less  than  a  5  percent  basis,  leaving  the 
lending  institution  a  margin  that  would  pay  them  for  the  cost  of 
servicing  this  loan.  It  is  not  only  the  list  of  lending  institutions  I 
read  that  makes  these  loans.  I  want  to  amend  that  by  saying  that 
mortgage  companies,  may  take  part.  If  they  qualify  for  making 
these  loans,  that  is,  if  they  have  sufficient  assets  and  meet  other 
qualifications,  they  could  make  the  loans,  selling  the  loans  to  the  mort- 
gage association,  the  mortgage  association  in  turn  selling  its  deben- 
tures in  the  investment  market. 

Mr.  WoLCOTT.  That  sets  up  another  agency  through  which  the 
banks  may  rediscount  their  paper? 

Mr.  Eccles.  It  is  not  rediscounting.  It  is  selling  outright  to  these 
associations,  just  as  agencies  of  insurance  companies  make  loans, 
turning  the  loans  over  to  the  insurance  company  and  servicing  the 
loans  for  the  insurance  company,  and  getting  from  a  half  to  three- 
quarters  of  1  percent  for  looking  after  and  servicing  the  loans. 

Mr.  WoLCOTT.  Do  you  think  with  the  aggregate  capitalization  of 
$50,000,000  which  the  E.  F.  C.  are  ready  to  put  into  a  national 
mortgage  association  that  that  will  be  a  broad  enough  credit  base? 

Mr.  EccLEs.  I  am  favorable  to  permitting  them  to  sell  debentures 
20  times  that  amount  which  would  give  an  opportunity  of  selling  a 
billion  dollars  of  debentures.  That,  it  seems  to  me,  will  be  ample  to 
take  care  of  the  situation,  certainly  for  the  present  time,  and  if  there 
is  need  for  more,  I  do  not  think  there  would  be  any  difficulty  in  pro- 
viding additional  capital  for  making  possible  further  sales  of  deben- 
tures. 

Mr.  WoLCOTT.  I  am  merely  bringing  these  things  out  as  they 
come  to  my  mind  because  of  my  interest  in  making  this  bill  successful. 

Mr.  EccLEs.  Yes. 

Mr.  VVoLcoTT.  Another  thing  that  comes  to  my  mind,  if  we  insure 
a  mortgage  on  a  house  with  an  assessed  valuation  of  less  than  $6,000 
at  10  percent  and  amortize  the  other  90  percent,  we  increase  the 
amortization  cost  and  we  increase  the  amount  of  the  monthly  pay- 
ment which  the  home  purchaser  has  to  pay. 

Do  you  not  think  that  possibly  that  increased  monthly  payment 
might  be  a  deterrent  to  home  building? 

Mr.  EccLEs.  Becaiise  of  paying  a  90-percent  loan? 

Mr.  WoLcoTT.  Worked  out  as  I  have  it  here,  anv  home  owner 
Under  the  bill  would  have  to  raise  $600  for  the  initial  payment  on  a 
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$6,000  home.  The  balance  would  be  amortized  at  90  percent.  If  a 
20-percent  down  payment  or  $1,200  is  made  there  is  only  $4,800  and 
the  difference  is  $3  or  $4  a  month,  I  presume. 

Mr.  EccLES.  Of  course,  we  could  carry  that  down  and  require 
them  to  make  only  payments  on  60  percent,  but  based  upon  experience 
in  other  countries  the  90  percent,  the  high  value  of  loans,  with  the 
lower  financmg  cost  works  out  in  the  interest  of  the  home  owner. 
There  is  also  this  factor,  that  if  the  60-percent  loan  or  the  70-percent 
loan  or  maybe  even  the  80-percent  loan  was  the  only  obligation  and 
there  was  the  20-percent  equity  or  the  30-  or  40-percent  equity,  that 
would  be  one  thing,  but  it  has  been  proven  that  few  people  were  able 
to  make  a  large  payment.  They  buy  a  home  under  a  contract  by 
paying  as  low  as  5  percent  to  the  real-estate  operator  and  they  do  not 
enter  into  a  mortgage  obligation.  They  buy  under  a  contract  and 
the  papers  are  put  in  escrow  and  when  the  buyer  finishes  bis  payment 
under  his  contract  the  property  is  turned  over  to  him.  He  does  not, 
under  those  circumstances,  often  know  what  interest  he  is  paying  on 
the  actual  cost  of  the  home  or  what  other  costs  are  involved  in  the 
transaction.  This  has  a  provision  so  that  he  can  buy  from  the  con- 
tractor or  real-estate  operator  a  home,  paying  his  10-percent  down 
pavment  and  borrowing  the  90  percent,  based  not  upon  the  appraisal 
of *^the  real-estate  operator;  but  where  he  borrows  the  90  percent,  he 
has  the  protection  of  the  appraisals  of  the  lending  institution  making 
the  loan,  and  of  the  F.  H.  A. 

Mr.  Wqlcott.  I  had  in  mind  particularly  this.  We  have  been 
told  by  some  of  the  witnesses  that  the  depreciation  on  a  new  home  is 
likely  to  be  about  10  percent  in  the  first  year.  The  bank  I  understand, 
must  foreclose.  The  bank  has  to  take  the  depreciation.  It  is  com- 
pelled to  pay  the  cost  of  the  foreclosure.  It  has  to  pay  whatever  back 
taxes  there  might  be  accrued  during  the  period  of  foreclosure  before 
it  can  get  any  relief  from  its  insurance. 

If  I  were  a  banker  I  might  hesitate  about  making  a  loan  under 
those  conditions  unless  I  had  some  positive  assurance  that  the  home 
purchaser  is  going  to  have  a  constant  income.  Do  you  not  think 
because  of  the  additional  risk  which  the  banks  aer  taking  by  increasing 
the  amount  of  obligation  at  the  same  time  we  are  reducing  the  rate 
of  interest,  it  is  going  to  make  this  class  of  paper  less  attractive  to  the 
bankers  and  thus  defeat  the  purpose  of  the  bill? 

Mr.  EccLEs.  They  can  still  make  the  80-percent  loan. 

^Ir.  WoLcoTT.  The  purpose  of  this  bill  is  to  produce  home  con- 
struction by  reducing  the  down  payment. 

Mr.  EccLEs.  Yes.  '        ,       .    . 

Mr.  Wqlcott.  And  the  success  of  that  depends  on  whether  it  is 

attractive  to  the  banks. 

Mr.  EccLES.  Attractive  to  lending  institutions,  and  as  I  said  a 
moment  ago,  a  great  many  will  not  be  interested.  They  have  not  been 
up  to  date.  The  mortgage  association,  however,  will  tend  to  cause 
agencies  to  be  set  up,  mortgage  companies  of  various  kinds,  that  will 
loan  money  and  sell  the  debentures  of  the  mortgage  association.  I 
think  that  in  turn  will  tend  to  bring  the  lending  institutions  in  the 
community  to  the  point  where  in  order  to  get  business  they  will  buy 
it  against  competition  that  will  induce  them  to  make  these  loans  where 
otherwise  they  would  not. 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT  §5 

There  is  also  this  factor,  too,  with  reference  to  what  you  say  in  re- 
gard to  the  10  percent  depreciation.  There  may  be  some  depreciation. 
There  is  also  this  factor,  however,  the  taxes  that  may  be  paid,  the 
interest  that  accrues  during  the  period  of  foreclosure  of  course  is  added 
to  the  obligation  so  that  there  is  no  loss  of  principal  or  interest  or  taxes 
at  all.     They  ultimately  get  the  3-percent  guaranteed  debenture. 

Now,  the  one  element  of  cost  that  they  do  not  get  is  the  foreclosure 
cost  and  that  is  a  serious  factor  as  has  been  pointed  out  I  think,  in 
several  States,  in  the  State  of  New  York  and  State  of  Illinois,  and  I 
think  in  the  State  of  Nevada  and  in  New  Jersey,  there  are  prohibitive 
foreclosure  costs  which  would  be  a  deterrent  to  the  90-percent  loan. 
In  the  State  of  Massachusetts,  on  the  other  hand,  they  have  a  fore- 
closure cost  that  runs  to  $30  and  the  foreclosure  can  be  carried  out  in  a 
period  of  about  2  months. 

In  these  other  States  the  foreclosure  cost  is  much  liigher  than  the 
foreclosure  cost  of  $30  in  Massachusetts,  $300  in  New  York  and  Illi- 
nois, and  it  takes  aU  the  way  from  a  year  to  a  year  and  a  half  to 
foreclose. 

It  seems  to  me  there  is  some  kind  of  racket  somewhere  and  some- 
thing out  to  be  done  by  State  legislation  to  follow  the  example  of 
Massachusetts,  and  if  that  is  the  case,  the  smaU  10-percent  down 
payment  would  not  be  the  same  deterrent  it  otherwise  would  be  in 
those  particular  States. 

Mr.  WoLCOTT.  We  have  three  elements  essentially  to  consider  be- 
fore we  can  hope  for  any  success  under  this  plan.  In  reverse  order 
the  first  is,  the  foreclosure  cost  under  State  law;  the  second  is  the 
willingness  of  the  individual  to  purchase  a  home  and  this  element  is 
dependent  upon  the  assurance  of  a  steady  income  covering  the  period 
of  amortization;  and  the  next  is  inducement  of  home  construction 
because  of  low  labor  and  material  cost.  Is  not  that  about  the  sum 
and  substance  of  it? 

Mr.  EccLEs.  That  is  right. 

Mr.  Wqlcott.  And  if  you  cannot  get  labor  and  material  cost 
down  he  will  not  build.  If  he  is  not  sure  about  a  constant  income 
for  a  few  years  at  least  he  will  be  hesitant  to  obhgate  himself,  and  if 
the  banks  are  not  sure  they  wiU  not  have  to  take  a  loss,  they  are  not 
going  to  take  the  paper.  Those  are  the  things  you  have  got  to 
consider. 

Mr.  EccLEs.  Those  things  have  been  considered  very  fully. 

Mr.  WoLCOTT.  Let  us  analyze  them.  What  inducement  is  there 
at  the  present  time  for  a  man  by  reason  of  low  labor  cost  to  build? 

Mr.  EccLES.  You  cannot  get  every  tiling  all  at  once.  You  have 
got  to  get  the  first  things  first.  Now,  the  setting  up  of  this  mecha- 
nism for  getting  construction  started,  in  and  of  itself,  it  seems  to  me, 
will  tend  to  reduce  the  cost  of  home  construction  either  for  sale  or 
for  rent.  It  makes  possible  a  large-scale  operation  which  in  itself 
makes  possible  wholesale  buying,  or  at  least  buying,  upon  a  much 
more  favorable  basis  than  is  possible  with  the  construction  of  one  or 
two  homes. 

Mr.  Wqlcott.  In  that  particular  we  cannot  repeal  here  the  law  of 
supply  and  demand. 

Mr.  EccLEs.  We  cannot  do  what? 


P 


86 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


87 


Mr.  WoLCOTT.  We  cannot  repeal  the  law  of  supply  and  demand. 
It  is  also  inevitable  that  increased  demand  for  any  commodity 
increases  the  cost  of  that  commodity. 

Mr.  EccLES.  That  is  not  true  in  England  where  building  has  been 
going  on  for  6  years.  If  we  built  in  the  same  proportion,  we  would 
be  building  over  a  milUon  homes  a  year.  During  all  that  period  of 
time,  the  financing  cost  has  gone  down  without  any  action  on  the 
part  of  government,  and  the  labor  cost  and  the  material  cost  have 
remained  about  uniform.  There  has  been  no  appreciable  change  in 
the  cost  of  home  construction  in  England  during  this  particular 

time. 

Mr.  WoLcoTT.  You  and  I  have  discussed  heretofore  on  this  com- 
mittee the  relative  national  debts  of  European  countries  and  the 
United  States,  and  I  have  come  to  the  conclusion  that  we  should  not 
take  for  granted  that  the  same  economy  which  prevails  most  satisfac- 
torily in  Europe  would  prevail  as  satisfactorilv  in  the  United  States. 

What  has  the  administration  done  or  what  does  it  propose  to  do  to 
induce  materialmen  to  reduce  the  cost  of  material  to  get  it  within  the 
reach  of  the  home  builder? 

Mr.  EccLEs.  Let  me  answer.  You  said  that  the  law  of  supply  and 
demand  would  tend  to  bring  up  prices,  if  the  demand  for  homes 
increased  it  would  bring  up  prices.  We  will  take  the  automobile 
business  as  a  case  in  point.  As  the  volume  ol  production  has  increased 
the  demand  has  increased  and  the  cost  has  come  down  over  the  last 
20  years.  As  the  quaUty  of  the  product  has  greatly  improved  the 
cost  has  decreased.  That  is  not  only  true  in  the  case  of  automobiles, 
but  in  many  other  things.  We  have  anarchaic  financing  in  the 
building-construction  field  and  we  want  to  make  possible  a  different 
type  of  financing  than  the  home-construction  industry  had  to  depend 
upon  during  the  twenties.  That  in  itself  does  not  necessarily  mean 
you  have  built  up  over  night  a  home-construction  industry  that  is 
comparable  or  can  be  comparable  to  the  automobile  industry,  but 
you  do  start  here  a  mechanism  that  makes  possible  the  organization 
of  construction  companies  to  meet  those  requirements  of  homes  for  the 
mass  market.  If  we  can  get  a  wholesale  production  of  material,  and 
if  labor  can  be  hired  upon  an  annual  basis — — •  . ,      n 

Mr.  WoLCOTT  (interposing).  Do  you  really  feel  that  this  bill  will 
result  in  such  mass  production  of  homes  that  it  will  have  the  same 
effect  as  has  been  the  case  in  the  automobile  industry? 

Mr.  EccLES.  I  do  not  expect  that  will  be  accomplished  in  a  hurry. 
I  merely  think  that  we  are  moving  a  step  in  that  direction,  and  I  am 
not  thinking  for  one  moment  that  this  is  a  panacea  and  that  this  in 
itself  is  going  to  improve  some  of  these  underlying  problems  we  are 
confronted  with. 

Mr.  WoLCOTT.  Carrying  out  that  original  thought  further  whether 
the  automobile  is  cheaper  or  more  expensive  is  determined  by  the 
demand  for  the  automobile,  is  it  not? 

Mr.  EccLES.  It  has  not  been  true.  The  deniand  was  very  low  in 
1932  and  the  automobile  was  as  cheap  then  as  it  is  now. 

Mr!  WoLCOTT.  That  was  an  inducement  for  automobile  purchase? 

Mr.  EccLES.  That  is  right. 

Mr.  WoLCOTT.  Now,  we  are  trying  to  induce  people  to  build  homes? 

Mr  EccLES.  That  is  right. 


Mr.  WoLcoTT.  And  the  building  materials  are  exceptionally  high. 
If  the  automobile  industry  increased  the  cost  of  their  cars,  as  they  did 
a  few  months  ago,  in  a  declining  market,  we  may  now  expect  in  the 
building  trade  just  what  has  happened  in  the  automobile  industry,  a 
stoppage  of  buying?  . 

Mr.  EccLEs.  You  cannot  expect  your  building-matenal  pnces  or 
the  wage  prices  all  to  come  down  at  once.  This  is  what  has  happened. 
Take  the  lumber  industry.  Lumber  has  come  down  over  30  percent 
over  the  last  2  months.  The  price  of  lumber  at  the  mills  is  30  percent 
less  today. 

Mr.  WoLCOTT.  Is  that  not  due  to  the  fact  there  is  no  demand  for 
lumber? 

Mr.  EccLES.  Of  course  it  is.     Lumber  would  possibly  go  up  some. 

Mr.  GoLDSBOROuGH  (acting  chairman).  Several  members  desire  to 
interrogate  you  and  we  also  want  to  get  on  the  floor  at  12  o'clock 
today.  Would  it  be  agreeable  for  you  to  return  Monday  morning 
at  10:30? 

Mr.  EccLEs.  It  would  be  agreeable  but  I  would  like  to  get  through 
as  soon  as  I  may. 

Mr.  Ford.  May  I  just  ask  one  question  at  this  time? 

Mr.  GoLDSBOROUGH.  Ycs,  sir. 

Mr.  Ford.  If  a  house  were  built  on  a  new  tract  and  it  was  the  only 
house  there  and  no  other  houses  were  ever  built  there,  depreciation 
would  set  in,  but  if  by  reason  of  the  attractiveness  of  that  location  a 
dozen  or  20  other  houses  were  built  around  that  house,  the  value  would 
be  enhanced,  would  it  not? 

Mr.  EccLEs.  Yes. 

Mr.  KoppLEMAN.  Do  I  understand  Mr.  Eccles  is  conung  back 
Monday  morning? 

Mr.  GoLDSBOROUGH.  Ycs,  sir.     At  half  past  10  Monday  morning. 

(Whereupon,  at  12  noon,  the  committee  adjourned  until  10:30  a.  m., 
Monday,  December  6,  1937.) 
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TUESDAY,  DECEMBER  7,  1937 

House  of  Eepresentatives, 
Committee  on  Banking  and  Currency, 

Washington  J  D.  C. 

The  committee  met,  pursuant  to  notice,  at  10:30  a.  m.,  for  further 
consideration  of  H.  R.  8520,  Hon.  Henry  B.  Steagall  (chairman) 
presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  Reilly,  Hancock,  Wil- 
liams, Spence,  Farley,  Meeks,  Kopplemann,  Ford  of  California, 
Brown,  Patman,  McKeough,  Evans,  Transue,  McGranery,  Barry, 
Wolcott,  Fish,  Gifford,  Luce,  Crawford,  Gamble. 

The  Chairman.  Mr.  McDonald  is  here,  gentlemen.  Somebody 
asked  that  he  be  here  to  answer  some  questions,  and  I  suggest  that 
we  hear  him  right  now,  as  he  has  an  engagement  at  the  White  House 

at  11:30. 
Mr.  Williams.  I  would  like  to  ask  Mr.  McDonald  some  questions, 

Mr.  Chairman. 

STATEMENTS  OF  STEWART  McDONALD,  ADMINISTRATOR;  ABNER 
B.  FERGUSON,  GENERAL  COUNSEL;  C.  WYUE  ALLEN,  CHIEF, 
SAVINGS  LOAN  SECTION;  MILES  L.  COLEAN,  DIRECTOR  OF 
RENTAL,  HOUSING  DIVISION;  DR.  ERNEST  M.  FISHER,  DIRECTOR 
OF  ECONOMICS  AND  STATISTICS;  CLYDE  L.  POWELL,  ASSIST- 
ANT DEPUTY  ADMINISTRATOR,  AND  THEODORE  B.  NICKSON, 
COMPTROLLER,  FEDERAL  HOUSING  ADMINISTRATION 

The  Chairman.  All  right,  Mr.  Williams. 

Mr.  Williams.  Mr.  McDonald,  under  the  present  program  there 
are  two  general  kinds  of  projects  that  are  insured  by  the  Federal 
Housing  Administration,  low-cost  housing  projects  and  the  dwellings. 
I  suppose  you  have  a  record  showing  the  amount  of  money  that  has 
been  loaned  by  the  different  kinds  oif  institutions  that  make  the  loans, 
the  rates  that  have  been  charged,  the  amount  of  mortgages  insured 
by  F.  H.  A.,  and  the  insurance  premiums  that  have  been  paid,  and 
so  forth? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Williams.  Now,  how  much  money,  how  much  in  dollars  has 
been  insured  in  the  low-cost  housing  projects? 

Mr.  McDonald.  Mr.  Colean  is  here,  and  I  would  like  to  ask  him 
to  answer  that,  Mr.  Williams. 

Mr.  CoLEAN.  We  have  outstanding  first  mortgages  on  buildings 
that  are  in  operation  of  $5,530,000;  mortgages  insured  on  buildings 
now  under  construction  in  the  amount  of  $8,286,000,  and,  in  addition, 
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an  amount  of  $2,472,000  for  projects  for  which  the  financing  has  been 
arranged,  and  in  the  process  of  closing,  making  a  total  of  $17,438,000. 
That  is  as  of  October  31  of  this  year. 

Mr.  Williams.  That  is  on  the  low-cost  housing  projects?        • 

Mr.  CoLEAN.  Yes,  sir. 

Mr.  Williams.  And  you  have  insured  or  made  commitments  to 
insure  sometliing  over  $17,000,000? 

Mr.  CoLEAN.  That  is  right.  Now,  in  addition,  we  have  commit- 
ments outstanding  for  additions.  On  October  31  it  was  $12,000,000, 
and  today  it  is  about  $16,000,000  on  projects  for  wliich  the  finance 
has  not  been  arranged  at  the  moment. 

Mr.  Williams.  Does  that  cover  the  full  amount  that  you  have 
had  insured? 

Mr.  CoLEAN.  That  is  correct,  sir. 

Mr.  Williams.  None  of  this  has  been  redeemed?  None  of  the 
insurance  that  you  have  on  these  low-cost-housing  projects  has  been 
redeemed? 

Mr.  CoLEAN.  Yes,  sir;  in  one  base.  A  project  in  the  New  York 
area,  where  a  mortgage  of  $1,250,000  was  insured.  It  was  canceled 
and  taken  by  a  private  insurance  company  before  the  building  was 
completed. 

Mr.  Williams.  The  insurance  was  released  as  to  that? 

Mr.  Cole  AN.  That  is  right,  sir;  and  on  the  others  the  insurance  is  in 

force . 

Mr.  Williams.  Have  there  been  any  defaults  on  any  of  those 
financial  arrangements  concerning  any  of  those  projects  to  date? 

Mr.  CoLEAN.  No,  sir.  To  date  these  projects  have  been  very 
successful  but,  of  course,  they  are  quite  new  and  experience  is  therefore 

limited. 

Mr.  Williams.  Who  has  made  the  loans  on  those  projects? 

Mr.  Colean.  The  loans  have  been  made  by  the  Prudential  Life 
Insurance  Co.,  the  New  York  Life  Insurance  Co.,  the  Union  Central 
life  Insurance  Co.  of  Cincinnati,  the  RFC  Mortgage  Co.,  and,  in 
certain  cases,  by  bond  issues  distributed  to  local  institutions. 

Mr.  W  iLLiAMs.  What  rate  of  interest  has  been  paid  to  those  insur- 
ance companies? 

Mr.  CoLEAN.  The  rate  has  been  uniformly  4K  percent  without  any 
additional  service  when  charged  4^  percent,  except  in  one  case  where 
the  mortgage  was  4  percent. 

Mr.  W  ILLIAMS.  W  here  the  mortgage  was  what? 

Mr.  CoLEAN.  Four  percent. 

Mr.  Williams.  It  has  been  at  the  rate  of  4  and  4%  percent? 

Mr.  CoLEAN.  Yes,  sir;  at  the  rate  of  4  and  4%  percent,  with  that 

one  exception. 

Mr.  Williams.  And  what  has  been  your  insurance  charge? 

Mr.  CoLEAN.  One-half  of  1  percent  on  the  original  loan  value. 

Mr.  Williams.  What  proportion  of  those  loans  has  the  RFC  made? 

Mr.  Colean.  The  RFC  is  now  on  commitment  for  four  loans. 

Mr.  Williams.  For  how  much  money? 

Mr.  Colean.  I  would  have  to  add  that  up. 

Mr.  Williams.  Well,  approximately.    You  do  not  need  to  state  it 

exactlv. 

Mr.  Colean.  I  do  not  have  that,  but  I  can  give  that  to  the  clerk. 
It  would  amount  to  not  over,  I  would  say,  $4,000,000  at  the  top,  ami 


I  may  say  that  one  of  their  mortgages  on  one  of  the  projects  at  the 
end  of  Sixteenth  Street  here  in  Wasliington  was  originally  made  by 
the  RFC  and  sold  to  the  Union  Central  Life  Insurance  Co.  after 
completion. 

Mr.  Williams.  What  rate  of  interest  does  the  RFC  charge? 

Mr.  Colean.  Four  and  a  half  percent. 

Mr.  Williams.  The  same  as  the  others? 

Mr.  Colean.  That  is  right,  sir. 

Mr.  Williams.  That,  of  course,  does  not  include  your  insurance 
premiums.    That  is  one-half  percent  extra  in  addition  to  the  interest? 

Mr.  Colean.  Yes,  sir;  that  is  one-half  of  1  percent  extra. 

Mr.  Williams.  That  would  make  a  charge  of  5  percent? 

Mr.  Colean.  Yes. 

Mr.  Williams.  What  other  charges  are  there  in  addition  to  that? 

Mr.  Colean.  There  are  no  other  annual  charges. 

Mr.  Williams.  No  other  annual  charges,  but  what  other  charges 
are  there  in  addition? 

Mr.  Colean.  There  are  certain  charges  in  connection  with  making 
the  loans. 

Mr.  Williams.  What  are  they? 

Mr.  Colean.  In  some  cases  the  brokerage  fee  is  1}^  percent. 

Mr.  Williams.  To  whom  does  that  go? 

Mr.  Colean.  It  usually  goes  to  the  local  agent  of  the  RFC  who 
handles  the  rent  and  makes  the  appraisal  of  the  property,  and  so  forth. 

Mr.  Williams.  That  charge  is  VA  percent? 

Mr.  Colean.  One  and  a  half  percent;  yes,  sir. 

Mr.  Williams.  One  and  a  half  percent  on  the  principal  amount  of 
the  obligation? 

Mr.  Colean.  That  is  right. 

Mr.  Williams.  What  are  the  other  charges? 

Mr.  Colean.  That  is  the  only  financial  charge  that  has  been 
made  on  these  loans. 

Mr.  Williams.  Is  there  not  an  appraisal  or  inspection  of  it? 

Mr.  Colean.  At  the  outset  of  this  program  we  did  not  charge  an 
appraisal  fee  ourselves — for  this  reason,  that  the  outlet  for  these  loans 
was  so  limited  we  did  not  feel  we  could  assure  the  projects  that  were 
under  examination  of  a  sufficient  guaranty  of  getting  their  money  to 
encourage  them  and  charge  them  for  an  examination.  We  wanted 
to  get  our  projects  examined  and  available  for  the  market. 

Mr.  Williams.  What  has  been  your  policy  in  more  recent  times? 

Mr.  Colean.  We  have  recently,  and  that  is  a  matter  of  2  months 
ago,  charged  them  a  fee,  so  that  we  now  charge  three-tenths  of  1 
percent  on  the  total  amount,  to  cover  our  appraisal  and  inspecting 
expenses. 

Mr.  Williams.  That  is  in  addition  to  the  IK  percent  brokerage 
commission? 

Mr.  Colean.  Yes,  sir;  that  is  in  addition  to  the  brokerage  conunis- 
sion  of  1 K  percent. 

Replying  to  your  previous  question,  Mr.  Williams,  the  F.  H.  A. 
rental  housing  mortgages  which  have  been  taken  by  the  RFC  Mort- 
gage Co.  amount  to  $2,134,000. 

Mr.  Williams.  Let  us  go  to  the  question  of  insurmg  the  smaller 
houses,  smaller  programs.  How  much  has  been  msured  in  dollars  on 
dwellings? 
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Mr.  McDonald.  I  will  have  to  answer  that.  It  is  a  little  over 
$1,000,000,000,  if  you  want  the  full  figure. 

Mr.  Williams.  Have  you  the  number  of  the  projects? 

Mr.  McDonald.  Yes;  I  think  so. 

Mr.  Williams.  And  the  range  of  prices? 

Mr.  McDonald.  Yes;  I  have  that  also.  These  figures  are  as  of 
October  31.  As  of  November  30,  they  would  be  about  $40,000,000 
more.  As  of  October  31  there  had  been  322,651  mortgages  selected 
for  appraisal  for  a  total  amount  of  $1,329,000,000.  Of  those,  246,400 
mortgages  were  accepted  by  us  for  insurance,  for  a  total  of  some 
$998,369,033.  Today  that  sum  would  be  about  $40,000,000  higher 
than  that,  making  a  little  over  $1,000,000,000. 

All  of  those  houses  are  not  completed  as  yet,  but  the  insurance  is 
binding  on  us  on  the  246,400  mortgages.  The  average  mortgage  is 
$4,000,  or  about  $4,100,  and  the  range  in  value— you  have  that  chart 
there.  Dr.  Fisher,  have  you  not? 

Mr.  Williams.  How  low  down  do  they  go  in  value,  what  is  the 

lowest  in  value? 

Mr.  McDonald.  We  have  some  houses  down  as  low  as  $1,200,  and 
there  are  very  few  under  $1,000.  There  is  no  limit,  but  there  are 
very,  very  few  over  $8,000. 

Mr.  Williams.  You  have  very  few  of  these  $16,000  mortgages? 

Mr.  McDonald.  Scarcely  any. 

Mr.  Williams.  Scarcely  any  of  those? 

Mr.  McDonald.  Yes.  I  will  have  a  chart  here  m  just  a  minute  to 
show  vou  that,  Mr.  WiUiams.  [Indicating  on  chart:]  That  gives 
you  the  property  valuation  right  there,  and  the  proportion  over  $15,000 

is  almost  nil. 

Mr.  Williams.  Your  last  figure  there  is  just  $2,000. 

Mr.  McDonald.  Those  are  the  small  ones;  $2,000  and  less. 

Mr.  Williams.  Out  of  that  number  that  you  have  insured,  how 
many  defaults  have  you  had  to  date?  i        i       •       i, 

Mr.  McDonald.  We  do  not  have  the  minor  defaults,  that  is,  what 
you  call  the  minor  defaults,  because  those  are  corrected  by  the  lending 
institution  unless  it  becomes  a  major  default,  and  necessitates  a  fore- 
closure. Mr.  Fleming  of  the  Riggs  National  Bank  here  in  Washing- 
ton, testified  before  the  Senate  committee  yesterday  to  the  effect  that 
he  had  over  two  million  and  a  quarter  of  mortgages  but  had  no  de- 
faults at  the  present  time.  We  have  taken  over,  as  of  November  29, 
57  properties  that  had  been  forclosed  by  the  banks,  lending  institu- 
tions, or  hfe-insurance  companies,  whatever  they  may  be,  for  which 
we  had  issued  or  authorized  debentures. 

Mr.  Williams.  Involving  how  much  in  insurance? 

Mr.  McDonald.  That  involved  some  $229,000  in  insurance,  or 
an  average  of  $4,029  a  house.  Of  those  we  sold  20  for  which  we 
received  an  average  of  $4,485  a  house,  and  we  still  have  on  hand  37 
houses,  which  we  have  insured  for  $139,985,  or  an  average  of  $3,783 

a  house.  ^    ^  ^  ,  i     t  i 

Mr.  Williams.  Now,  right  there,  of  those  that  you  sold,  did  you 

get  back  the  mvestment  that  you  had  in  them  on  your  insurance? 
Mr.  McDonald.  We  sold  20  properties  for  $88,344.64,  for  which 

we  received  an  average  of  $4,417.23  per  house.     We  lost  on  an  average 

$524.46  a  house,  but  I  might  say  on  three  properties  alone  we  lost 


an  average  of  $1,875,  and  on  the  remaining  17  we  only  lost  $286  a 
house,  and  our  total  loss  on  the  amount  of  insurance  on  foreclosed 
properties  that  we  have  sold  to  date,  out  of  $1,000,000,000  worth  is 
$10,489.14.  Of  the  57  properties  taken  over  8  are  located  in  Missis- 
sippi. In  the  early  days  of  commitments  there  was  a  new  State 
director  down  there,  who  did  not  think  he  worked  for  us,  but  for  the 
banks  in  that  territory. 

Mr.  Williams.  You  had  some  rather  loose  appraisals? 

Mr.  McDonald.  He  appraised  them  himself,  and  said  it  was  his 
duty  to  keep  up  the  value  of  real  estate  in  Mississippi.  We  have  a 
new  director  down  there  now. 

Mr.  Williams.  Have  you  noticed  in  recent  times  any  increase  in 
the  number  of  defaults? 

Mr.  McDonald.  We  have  not  had  anything  to  indicate  that  there 
is  a  greater  number  of  defaults  or  any  slowing  up  of  home  mortgages 
to  date,  but,  of  course,  I  must  say,  with  our  procedure  we  would  not 
get  notice  of  it  as  quickly  as  would  the  local  banks.  With  our  pro- 
cedure, that  bank  or  the  lending  institution  is  obUged  to  notify  us  in 
90  days  of  a  default,  but  that  is  merely  a  formal  notification.  They 
have  a  full  year  in  which  to  correct  that  default,  and  if,  inside  of  a  year, 
the  default  is  not  corrected  then  they  have  to  start  foreclosure  pro- 
ceedings. So,  you  see,  we  would  not  be  under  formal  notice  until 
foreclosure  proceedings  started. 

Mr.  Williams.  You  have  not  noticed  any  increase  in  that  in  recent 
months? 

Mr.  McDonald.  Not  in  general  ways. 

Mr.  Williams.  Now,  what  has  been  the  interest  charges  to  these 
home  builders? 

Mr.  McDonald.  Home  owners. 

Mr.  Williams.  Yes,  these  owners. 

Mr.  McDonald.  Owners  and  builders. 

Mr.  Williams.  Yes. 

Mr.  McDonald.  The  maximum  we  may  charge  under  Federal 
Housing  Administration  regulations  is  5  percent  interest  plus  a  half 
of  1 -percent  service  charge,  which  may  or  may  not  be  charged,  and 
the  insurance  charge,  which  is  one- half  of  1  percent  upon  the  original 
face  of  the  note,  but  which,  when  figured  over  a  period  of  20  years, 
amounts  to  approximately  three-quarters  of  1  percent,  malang  a 
total  maximum  of  6)^  percent.  However,  where  the  mortgage  is  less 
than  80  percent,  in  some  districts  lenders  have  made  loans  as  low  as 
4K  percent. 

Mr.  Williams.  In  other  words,  that  rate  of  interest  to  the  home 
owners  varies? 

Mr.  McDonald.  Yes,  sir,  but  I  would  say  it  has  been  very  close 
to  the  maximum  as  a  rule. 

Mr.  Williams.  Now,  I  am  speaking  just  of  the  interest. 

Mr.  McDonald.  Yes,  that  is  right. 

Mr.  Williams.  It  would  be  from  4}^  to  5  percent? 

Mr.  McDonald.  Yes,  sir,  that  is  right. 

Mr.  Williams.  Well,  now,  there  is  little  in  the  law,  if  anything, 
at  present,  is  there,  except  as  the  Administrator  finds  that  the  mort- 
gage account  requires  it- — 

Mr.  McDonald  (interposing).  That  is  right. 

Mr.  Williams  (continuing).  In  which  case  it  may  be  6  percent? 
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Mr.  McDonald.  Yes;  it  may  be  6  percent,  that  is  right. 

Mr.  Williams.  In  other  words,  in  some  cases,  you  even  find  it 
necessary  for  you,  as  Administrator,  to  permit  loans  for  more  than 
5  percent? 

Mr.  McDonald.  We  have  fixed  the  maximum  at  5  percent,,  and 
have  in  no  case  gone  as  high  as  6  percent,  which  we  would  be  allowed 
to  do  according  to  law. 

Mr.  Williams.  And,  what  institutions  now  have  made  these  loans? 

Mr.  McDonald.  I  can  give  you  that  pretty  accurately.  I  think  I 
have  the  exact  amount  of  them. 

Mr.  Williams.  I  do  not  care  about  the  names  of  the  institutions, 
but  just  the  classes  of  institutions  that  have  made  these  loans. 

Mr.  McDonald.  The  national  banks,  30.7  percent  of  the  loans 
insured  for  the  Federal  Housing  Administration;  the  State  banks  have 
made  28.3  percent  of  the  loans;  the  building  loan  societies  have  made 
15.7  percent  of  the  loans;  the  mortgage  companies  have  made  10.1 
percent;  the  insurance  companies  have  made  8.5  percent  of  them; 
the  savings  banks  have  made  3.3  percent,  and  others  have  made  3.4 
percent. 

Mr.  Williams.  In  most  of  the  States  the  banks  are  not  permitted, 
are  they  to  make  an  80-percent  loan? 

Mr.  McDonald.  They  are  not,  unless  they  are  insured  under  the 
Federal  Housing  Administration. 

Mr.  Williams.  Have  the  State  legislatures  passed  enabling  acts  by 
which  the  banks  and  the  building  and  loan  associations  in  the  various 
States  can  make  loans  up  to  80  percent  of  the  value? 

Mr.  McDonald.  I  think  Georgia  is  the  only  one  that  did  not 
ratify  it  immediately.  That  has  since  been  ratified,  I  am  told.  All 
of  the  States  have  now  ratified,  so  that  all  banks  may  make  loans  up 
to  80  percent  if  insured  by  the  Federal  Housing  Administration. 

Mr.  Williams.  I  assume  that  also  covers  the  building  loan  asso- 
ciations. 

Mr.  McDonald.  I  will  get  Mr.  Allen  to  answer  that. 

Mr.  Allen.  In  26  of  the  States  there  is  no  limitation  at  all  on  the 
appraisal  they  loan  tp  to. 

Mr.  Williams.  You  mean  the  State  banks? 

Mr.  Allen.  No,  sir;  the  building  loan  associations. 

Mr.  Williams.  The  building  and  loan  associations? 

Mr.  Allen.  Yes,  sir. 

Mr.  Williams.  In  the  other  States  has  that  provision  been  modified? 

Mr.  Allen.  In  the  majority  they  have  passed  enabling  legislation. 
The  legislatures  of  the  States  have  provisions  limiting  it  under  100 
percent,  to  permit  them  to  make  loans  up  to  80  percent  when  insured 
by  the  Federal  Housing  Administration. 

Mr.  Williams.  Does  it  limit  them  to  just  that? 

Mr.  Allen.  In  26  of  the  States  they  have  no  limitation  whatsoever. 
In  the  rest  of  the  States,  in  practically  every  State,  they  have  enabling 
legislation  to  permit  them  to  loan  up  to  80  percent. 

Mr.  Williams.  In  other  words,  if  we  pass  this  legislation  pernaitting 
90  percent,  it  would  require  the  enactment  of  enabling  legislation  by 
some  of  the  State  legislatures? 

Mr.  Allen.  In  some  cases ;  yes,  sir. 

Mr.  Williams.  Have  you  the  States  wheie  that  will  be  required? 

Mr.  Allen.  No,  sir;  but  I  can  present  you  with  a  list  of  them. 


Mr.  Williams.  Does  that  apply  to  the  banks  as  well  as  to  the  build- 
ing and  loan  associations? 

Mr.  Allen.  I  do  not  have  the  statistics  on  the  banks,  only  on  the 
building  and  loan  associations. 

(The  list  referred  to  by  Mr.  Allen  is  as  follows:) 

Investments  in  90  Percent  Insured  Mortgages 

In  view  of  our  enabling  legislation,  and  amendments  thereto,  the  principal 
groups  of  mortgage  investing  institutions  may  make  insured  mortgage  loans  up 
to  90  percent  of  the  value  of  the  property  securing  the  loan,  except  as  follows: 

Banks:  Connecticut. 

Trust  companies:  Connecticut,  New  Hampshire. 

Savings  banks:  Connecticut.  Illinois  (no  savings  banks  in  Illinois). 

Insurance  companies:  Arizona,  Texas. 

Building  and  loan  associations:  Connecticut,  Michigan,  Nebraska,  New  Hamp- 
shire, New  Jersey,  Pennsylvania,  Texas,  Washington. 

In  a  few  instances,  because  of  the  language  of  our  enabling  act,  there  is  a 
question  of  legal  interpretation,  involving  the  question  of  incorporation  by 
I  reference  and  delegation  of  power.  For  this  reason,  we  contemplate  clarifying 
our  enabling  legislation  in  certain  States,  although  we  are  reasonably  sure  of  our 
I  interpretation.  Since  it  is  possible  to  do  this  Tvithout  raising  the  controversial 
question  of  **90  percent"  loans,  it  is  advisable  to  give  as  little  publicity  as  possible 
to  the  above  information. 

Mr.  Williams.  What  do  you  say  about  the  banks,  Mr.  McDonald? 

Mr.  McDonald.  Will  you  state  your  question  again,  Mr.  Williams? 

Mr.  Williams.  Whether  or  not  if  we  pass  this  legislation  permitting 
a  90-percent  loan,  it  will  require  further  enactments  by  the  State 
I  legislatures? 

Mr.  Abner  H.  Ferguson.  I  do  not  think  so. 

Mr.  Williams.  Do  you  have  a  uniform  system  or  plan? 

Mr.  Abner  H.  Ferguson.  Yes;  and  I  think  in  most  of  the  States 
probably  they  can  make  any  loan  that  is  insured  by  the  Federal 
[Housing  Administration. 

Mr.  Williams.  Regardless  of  the  amount? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Chairman.  The  State  legislatures  do  not  undertake  to  tell  the 
banks  what  percentage  they  shall  take  for  security,  do  they? 

Mr.  Abner  H.  Ferguson.  No,  sir;  but  there  is  a  limit  on  mortgage 
I  loans  in  most  States. 

The  Chairman.  That  is,  as  to  the  value  on  which  the  loan  is  based. 

Mr.  Abner  H.  Ferguson.  Yes;  as  to  the  ratio  of  the  loan  to  the 
lvalue. 

Mr.  Williams.  Of  course,  that  is  true  as  to  National  banks. 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  That  is  true  of  the  State  and  National  banks  all 
[over  the  country,  and  especially  so  of  the  National  banks. 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  It  is  only  because  of  the  provision  which  permits 
them  to  make  wholly  insured  mortgages  that  they  can  make  loans  at  all. 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Crawford.  Will  Mr.  WiUiams  yield  there  for  a  minute? 

Mr.  Williams.  No;  I  will  not. 

Mr.  Crawford.  I  would  like  to  ask  you  a  question,  Mr.  Williams. 

Mr.  Williams.  I  would  rather  proceed. 

The  Chairman.  He  wants  to  ask  you  a  question,  Mr.  WilUams. 

Mr.  Williams.  All  right. 
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Mr.  Crawford.  I  want  to  ask  you  if  the  banks  have  loaned  up  to 
80  percent,  or  have  they  held  their  loans  under  80  percent? 

Mr.  Williams.  They  have  undoubtedly  held  them  under  80  per- 
cent, except  as  to  the  insured  loans. 

Mr.  Crawford.  I  am  not  speaking  of  the  insured  loans. 

Mr.  Williams.  Mr.  McDonald  just  gave  the  number  of  loans  that 
have  been  made  by  the  different  classes  of  institutions. 

Mr.  Crawford.  What  I  am  trying  to  find  out  is  whether  the  banks 
loan  up  to  80  percent. 

Mr.  Williams.  I  do  not  know. 

Mr  Crawford.  I  want  to  get  it  in  the  record  at  this  point. 

Mr.  W^iLLiAMS.  What  do  you  say  about  that,  Mr.  McDonald? 

Mr.  McDonald.  I  see  the  banks  have  gotten  down  as  far  as  50 
percent.  A  great  many  80  percent.  The  banks  have  loaned  in  some 
cases  80  percent,  and  our  average  loan  on  new  homes  is  less  than  76 
percent.     So,  you  can  see  there  are  quite  a  few  that  do  not  go  up  as 

high  as  80  percent. 

Mr.  Williams.  As  I  understand  that  figure*,  most  of  them  made 

loans  up  to  about  80  percent. 

Mr.  McDonald.  The  average  was  less  than  76  percent. 

Mr.  Williams.  Seventy-six  percent?  vi       . 

Mr.  McDonald.  Yes,  76  percent.     Maybe  a  man  did  not  want 

an  80  percent  loan.  i   v        .i    ^  xi,         -n       u 

Mr.  Williams.  Have  you  any  reason  to  beheve  that  they  wiU  make 

90  percent  loans  if  this  legislation  is  passed?  i ,       ^  i, 

Mr.  McDonald.  Yes,  I  have;  because  otherwise  we  would  not  be 

going  into  it. 

Mr.  Williams.  Do  you  thmk  they  will  do  that? 
Mr  McDonald.  Yes;  I  think  in  most  States  they  wiU.  1  thmk 
when  you  come  to  New  York  and  Illinois  you  are  gomg  to  meet  a  very 
serious  situation  on  account  of  the  foreclosure  expenses  m  those  States. 
I  think  that  will  be  revealed  to  you  later  on  by  Mr.  Eccles  m  his  further 
evidence  that  it  is  possible  m  New  York,  for  mstance,  to  incur  an 
expense  of  almost  $500  in  foreclosing  a  mortgage  on  a  smaU  house, 
and  in  the  State  of  Illinois  it  is  almost  as  bad.  So,  when  a  bank  has 
to  pay  $500  or  a  tremendous  foreclosure  expense  on  a  small  house, 
there  might  be  opposition  to  makmg  a  higher  percentage  loan. 

Mr  Williams.  Now  let  us  go  to  the  mortgage  msurance  funds. 

Mr.  McDonald.  I  believe  I  will  ask  Mr.  Ferguson  to  explam  that 
to  you  very  carefully,  if  you  will  let  him.  ^    .  -^o 

Mr.  Abner  H.  Ferguson.  You  mean  the  amount  ot  itr 

Mr'.  Williams.  No  ;  I  know  what  it  is. 

Mr  McDonald.  The  amount  of  it  is  approxunately  $20,000,000. 

Mr  W^illiams.  Of  course,  that  was  established  in  the  first  place 
by  the  allocation  of  $10,000,000  of  Government  funds. 

Mr.  McDonald.  That  is  true. 

Mr.  Williams.  Since  then  it  has  about  doubled. 

Mr.  McDonald.  That  is  right. 

Mr.  Williams.  At  what  rate  is  it  mcreasing? 

Mr  McDonald.  Well,  due  to  the  fact  that  the  Federal  Housing 
Administration  was  a  new  agency  and  was,  furthermore,  charged  with 
administering  title  I,  which  was  of  an  emergency  relief  character,  all 
of  the  expenses  of  the  Federal  Housing  Administration  until  tiie 
present  fiscal  year  were  carried  by  the  Government.     Therefore,  any 


income  that  we  have  received  went  into  the  fund,  and,  furthermore, 
any  interest  on  the  money  in  the  fund  also  accumulated  into  the 
fund.  Commencing  on  July  1  of  this  year,  the  Director  of  the 
Budget  instructed  us  to  use  a  portion  of  our  income  to  pay  our  own 
expenses,  as  much  as  $5,000  000  of  it,  and,  therefore,  only  the  differ- 
ence between  our  present  income  and  the  present  income  on  the 
$5,000,0.00  now  goes  into  the  fund.  Last  month,  for  instance,  the 
total  income  of  the  Housing  Administration  was  $581,696.68,  and  the 
total  expenses  were  $668,000.  You  see,  we  were  not  quite,  even  in 
November,  on  a  self-supporting  basis,  if  you  want  to  put  it  that  way. 

Mr.  Williams.  In  other  words,  your  premiums  were  not  equal  to 
your  administrative  costs? 

Mr.  McDonald.  That  is  true. 

Mr.  Williams.  For  1  month? 

Mr.  McDonald.  That  is  true.  Our  premiums  for  the  month  of 
November  were  $411 ,000 . 

Mr.  Williams.  Your  premiums? 

Mr.  McDonald.  Yes.  Our  examination  fees  and  appraisal  fees 
were  $123,000  and  interest  on  our  money,  $47,000. 

Mr.  Williams.  Do  you  mean  to  infer  from  that  that  the  premiams 
will  not  pay  the  operating  expenses? 

Mr.  McDonald.  No;  I  do  not,  but  you  must  remember  that  our 
premiums  are  recurring  annually  for  20  years. 

Mr.  Williams.  This  administrative  expense  will  recur  too. 

Mr.  McDonald.  I  understand;  but  if  you  have  a  recurring 
premium  on  a  policy  on  a  mortgage  that  is  insured  in  1937  for  the 
next  20  years  that  premium  will  be  going  into  the  Federal  Housing 
Administration,  but  the  expense  for  1937  just  occurs  for  1  year. 

Mr.  Williams.  Yes;  but  what  about  the  expense  for  1938? 

Mr.  McDonald.  Yes:  but  we  will  be  getting  premiums  for  1938, 
1937,  and  1935,  for  1939  you  will  get  premiums  for  1938,  1937,  and 
1935. 

Mr.  Williams.  What  do  you  figure  in  the  course  of  a  period  of  10 
years  that  the  income  to  this  fund  will  be? 

Mr.  McDonald.  We  have  made  some  investigation  of  that,  have 
we  not,  Dr.  Fisher? 

Mr.  NicKSON.  We  have  no  figures  available  on  that  at  this  time. 

Mr.  Williams.  Of  course,  you  do  figure  there  will  be  an  accumula- 
tion in  this  fund,  do  you  not? 

Mr.  McDonald.  You  see,  this  last  2  years  the  Federal  Housing 
Administration  has  only  had  2  years'  income,  one  full  premium  in 
1936,  and  another  in  1937.  Those  were  the  only  years  that  we  had  any 
particular  income.  Previous  to  that,  we  were  starting  business,  and 
we  were  operating  under  title  I.  Now,  the  premium  income  of  this 
year  exceeds  that  of  last  year,  and  no  doubt  next  year's  will  exceed 
this  year's. 

Mr.  Williams.  Let  me  ask  you  right  in  that  connection  what  is 
your  operating  expense?  What  are  the  operating  expenses  of  this 
institution? 

Mr.  McDonald.  They  were  budgeted  at  $8,500,000  for  this  year, 
and  our  income  for  this  year  should  be  about  the  same. 

Mr.  Williams.  What  was  it  last  year? 

Mr.  McDonald.  Our  expenses  last  year  were  $10,234,000. 

Mr.  Williams.  Do  you  expect  them  to  decrease? 
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Mr.  McDonald.  And  the  year  before  they  were  $12,000,000. 

Mr.  Williams.  $12,000,000? 

Mr.  McDonald.  Yes,  sir. 

Mr.  Williams.  Do  you  expect  them  to  continue  to  decrease  at  that 
proportion,  or  have  you  gotten  to  the  minimum? 

Mr.  McDonald.  No;  that  difference  is  largely  due  to  the  elimina- 
tion of  title  I,  and,  as  a  matter  of  fact,  $500,000  of  our  expenses  at  the 
present  time  are  due  to  winding  up  title  I. 

Mr.  Williams.  It  will  be  reasonable  to  assume  that  your  running 
expenses  A\ill  be  about  $8,500,000?  .   . 

Mr.  McDonald.  Yes,  sir;  unless  we  are  called  upon  to  administer 
some  emergency  measures. 

Mr.  Williams.  Will  it  increase  when  you  increase  the  volume  of 

business? 

Mr.  McDonald.  Up  to  a  certain  point,  it  might,  but  I  do  not 
think  our  static  overhead  should  increase,  or  our  operating  expense 
should  increase  in  direct  proportion  to  the  business  that  we  do. 

Mr.  Williams.  Do  I  understand  that  the  premium  charge  so  far 
on  all  loans  has  been  one-half  of  1  percent? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  I  notice  that  this  charge  of  one-fourth  of  1  percent 
seems  to  be  discretionary.     It  is  not  mandatory  under  the  present 

law? 

Mr.  McDonald.  It  is  mandatory  on  these  small  loans  imder  $6,000 

until  July  1939. 

Mr.  Williams.  Until  then? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  I  think  it  may  be  waived. 

Mr.  McDonald.  I  thought  it  was  mandatory— yes,  it  may  be. 

Mr.  Williams.  It  is  your  intention,  then,  to  make  that  premium 
one-quarter  of  1  percent? 

Mr.  McDonald.  It  is. 

Mr.  Williams.  What  effect  will  that  have  upon  this  insurance 

fund? 

Mr.  McDonald.  Of  course,  taken  as  it  is,  it  is  a  very  small  pre- 
mium. However,  in  that  connection,  I  might  say  it  is  just  twice 
the  premium  that  the  Federal  Savings  and  Loan,  through  their 
insurance  operations,  are  charging  on  all  of  the  Federal  savings 
institutions.  They  charge  one-eighth  of  1  percent  to  insure  the 
deposits,  and  the  deposits  are,  in  turn,  invested  in  mortgages,  there- 
fore, if  the  mortgages  are  no  good  the  deposit  is  no  good.  They  have 
insurance  for  one-half  of  this  amount.  If  we  had  to  live  on  that 
income  alone,  I  would  say  it  probably  would  not  be  suflRcient,  but 
with  the  present  scope  of  the  new  act,  and  where  we  can,  or  where  we 
expect  to  get  a  very  substantial  volume  in  rental  houses,  i.  e.,  part- 
ment  houses,  up  to  $200,000,  as  well  as  large  scale  rental  housing,  1 
am  hoping  that  the  income  will  be  sufficient  to  still  carry  the  Federal 
Housing  Administration  without  any  undue  burden  on  the  Govern- 
ment.    If  it  is  not  sufficient,  the  Government  will  have  to  make  up 

the  deficit.  ,.    i  + 

Mr.  Williams.  Do  you  think  a  quarter  of  1  percent  as  applied  to 

these  particular  mortgages  will  still  maintain  a  fund  sufficient  to  pay 

off  all  of  the  debentures? 

Mr.  McDonald.  I  am  hopeful  that  with  the  additional  volume 

received  from  the  large-scale  propositions  that  will  be  built,  in  accord- 


ance with  our  expectations,  it  will  be  sufficient.  If  not,  then  the 
Government  will  have  to  make  good  the  difference. 

Mr.  Williams.  As  I  understand,  those  large  projects  are  placed 
in  a  different  category  entirely. 

Mr.  McDonald.  That  is  true. 

Mr.  Williams.  There  is  another  insurance  fund  set  up  in  this  bill 
for  them? 

Mr.  McDonald.  That  is  true. 

Mr.  Williams.  It  is  known  as  the  housing  fund  in  this  bill? 

Mr.  McDonald.  That  is  true. 

Mr.  Williams.  Now,  what  rate  do  you  propose  to  charge  or  place 
on  that  fund? 

Mr.  McDonald.  One-half  of  1  percent. 

Mr.  Williams.  Just  as  you  are  now  doing? 

Mr.  McDonald.  Yes. 

Mr.  Williams.  I  notice  also  that  the  revolving  fund  that  is  estab- 
lished, the  initial  fund  of  $1,000,000  comes  from  premiums,  or  comes 
from  appraisals  already  collected.  How  does  that  happen,  Mr.  Mc- 
Donald? How  does  it  happen  that  you  have  $1,000,000  of  appraisal 
fees  on  hand  that  have  not  been  expended? 

Mr.  McDonald.  The  reason  they  were  not  expended  was  because 
the  Government  heretofore  has  paid  our  bill. 

Mr.  Williams.  You  just  accumulated  $1,000,000  of  appraisal  fees? 

Mr.  McDonald.  That  is  true.  You  see,  the  Government  has  paid 
all  of  our  bills  up  until  July  1  of  this  year. 

Mr.  Williams.  You  propose  to  take  that  fund  and  establish  this 
housing  fund  to  take  care  of  large  projects  to  start  on? 

Mr.  McDonald.  That  is  right. 

Mr.  Williams.  There  is  a  provision  in  this  act  that  I  do  not  under- 
stand and  on  which  I  would  like  to  have  an  explanation.  It  is  sec- 
tion 5.  The  page  seems  to  be  left  out  of  the  explanation  here. 
I  would  like  to  have  you  just  briefly  explain  that.  It  may  be  per- 
fectly clear  to  everybody,  but  let  us  get  it  clear  as  to  the  eligibility 
of  mortgages  for  insurance  before  and  after  July  1,  1939. 

Mr.  McDonald.  Will  you  explain  that,  Mr.  Ferguson?  Mr.  Fer- 
guson, our  counsel. 

Mr.  Williams.  There  seems  to  be  confusion  there. 

Mr.  Abner  H.  Ferguson.  You  mean  the  provision  as  to 

Mr.  Williams.  It  is  section  5  of  this  bill. 

Mr.  McKeough.  On  what  page? 

Mr.  Williams.  It  starts  on  page  2,  and  the  part  I  am  confused 
about  is  on  page  3. 

Mr.  McDonald.  What  is  that  intended  to  mean,  Mr.  Ferguson? 

Mr.  Abner  H.  Ferguson.  That  on  and  after  July  1,  1939,  the 
Federal  Housing  Administrator  shall  not  insure  mortgages  on  any 
property  which  was  constructed  prior  to  the  date  the  Housing  Act 
Was  originally  passed.  In  other  words,  we  could  not  insure  or  refi- 
nance mortgages  on  the  older  houses,  except  as  to  mortgages  previ- 
ously insured  by  the  Administrator. 

Mr.  Williams.  Now,  up  to  July  1,  1939,  old  as  well  as  new  con- 
struction can  be  mortgaged? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams,  Insured? 

Mr.  Abner  H.  Ferguson.  That  is  right,  as  it  is  now. 
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Mr.  Williams.  It  can  be  insured  up  to  July  1,  1939? 

Mr.  Abner  H.  Freguson.  That  is  right;  yes,  sir. 

Mr.  Williams.  After  that  time  no  mortgage  can  be  insured  except 
on  those  properties  the  construction  of  which  is  begun  after  that  time? 

Mr.  Abner  H.  Ferguson.  Yes,  after  June  27,  1934,  you  see. 

Mr.  Williams.  What  is  the  reason  that  does  not  cover  the  old 
building  from  June  27,  1934,  from  then  on? 

Mr.  Abner  H.  Ferguson.  Because  we  could  not  insure  a  house 
that  was  constructed  in  1929,  for  instance.  We  could  not  insure  a 
mortgage  on  a  house  which  was  built  at  any  time  prior  to  June  27, 

1934.  .  ,.      ^ 

Mr.  Williams.  You  believe  that  exception  applies  to  property 

constructed  after  June  27,  1934? 
Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  Suppose  the  construction  of  it  was  commenced  new? 
Mr.  Abner  H.  Ferguson.  Well,  it  would  still  be  eligible  to  msur- 

Mr.  Williams.  Suppose  it  was  commended  after  July  1,  1939? 

Mr.  Abner  H.  Ferusson.  Well,  it  would  be  eligible.  Any  house, 
the  construction  of  which  was  begun  after  June  27,  1934,  would  be 
eligible  for  insurance,  but  no  house,  the  construction  of  which  was 
begun  prior  to  June  27,  1934,  can  be  insured. 

Mt.  Williams.  But  your  first  provision  limits  it  to  commitments 
that  are  made  before  the  construction  is  begun,  does  it  not? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams.  And  your  second  one  does  not. 

Mr.  Abner  H.  Ferguson.  No,  I  think  it  covers  both  of  them.  1 
think  both  conditions  under  both  provisos  are  appliable.  It  must  be 
constructed  after  June  27,  1934,  and  we  must  have  approved  it  for 
mortgage  before  it  was  constructed.  • 

Mr.  Williams.  You  have  the  word  "or"  in  there,  which  seems  to 
make  it  applicable  to  both  classes.  For  that  reason  it  would  apply  to 
a  house  begun  after  July  1,  1939,  and  completed,  and  then  it  may  be 

insured? 

Mr.  Abner  H.Ferguson.  That  is  right.  . 

Mr.  Williams.  Is  that  it,  or  must  the  insurance  be  committed 
before  the  construction  is  begun? 

Mr.  Abner  H.  Ferguson.  I  say  in  either  case.  If  the  property  is 
completed  after  July  1, 1939,  the  mortgage,  to  be  eligible  for  insurance, 
must  be  on  a  property  the  construction  of  which  was  commenced 
after  June  27, 1934,  and  a  property  that  we  had  approved  for  mortgage 
insurance  before  it  was  completed. 

Mr.  Williams.  In  other  w^ords,  both  elements.  As  I  read  that 
section,  it  does  not  say  that  to  me.  ,     .^    ,  ,        i.      •    ^u 

Mr.  Abner  H.  Ferguson.  Maybe  it  can  be  clarified,  but  that  is  the 

intention. 

Mr.  Williams.  It  does  not  mean  that  according  to  my  interpreta- 
tion of  it. 

Now,  is  it  your  contention  that  under  this  bill  if  enacted  or  under 
the  present  law  that  the  R.  F.  C.  has  a  right  to  go  out  and  to  organize 
a  national  mortgage  association? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Williams.  On  what  theory? 


Mr.  Abner  H.  Ferguson.  Well,  the  act  provides  that  the  Federal 
Housing  Administrator  may  set  up  these,  or  create  these  national 
mortgage  associations,  just  as  the  Comptroller  of  the  Currency 
creates  national  banks,  and  that  an  application  for  a  charter  for  a 
national  mortgage  association  shall  be  filed  by  five  mdmduals  who 
must  be  satisfactory  to  the  Administrator,  and  they  are  given  a 
charter.  Now,  if  the  R.  F.  C.  is  authorized  under  this  oct  to  sub- 
scribe for  all  of  the  stock  of  a  national  mortgage  association,  the  only 
way  it  can  carry  out  its  subscription  for  all  of  the  stock  of  a  national 
mortgage  association  is  to  set  up  a  national  mortgage  association. 

Mr.  Williams.  No,  not  necessarily,  not  according  to  my  opimon. 
You  can  say  under  the  present  R.  F.  C.  that  they  could  simply  send 
out  some  dummy  directors  and  dummy  individuals  to  organize  dummy 

^^Mi\Tbner  H.  Ferguson.  No,  sir;  I  do  not  think  they  would  be 
dummies.     I  think  they  would  be  officials  of  the  R.  F.  C. 

Mr  Williams.  Well,  officials  of  the  R.  F.  C.  I  did  not  mean  any 
disrespect  to  the  organization,  but  they  are  dummies  as  far  as  the 
organization  is  concerned.  ^  •    x-      *     xu 

Mr.  Abner  H.  Ferguson.  That  is  running  an  orgamzation  for  the 

Mr.  Williams.  For  the  R.  F.  C? 

Mr.  Abner  H.  Ferguson.  Yes.  , ,    .      ,     i      j 

Mr.  Williams.  In  that  respect  they  would  simply  be  dummies. 
They  would  have  no  interest  in  it,  no  personal  interest,  and  no  financial 

interest  in  it.  .     . 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams.  And,  you  do  not  mean  to  say  that  the  Comptroller 
of  the  Currency  could  organize  a  national  bank  in  that  way,  do  you? 

Mr.  Abner  H.  Ferguson.  No;  but  I  do  say  that  if  the  Chase 
National  Bank,  for  mstance,  wanted  to  organize  a  national  bank  in 
the  State  of  New  Jersey,  five  officials  of  the  Chase  National  Bank 
could  file  an  application  with  the  Comptroller  of  the  Currency  for  the 
organization  of  a  national  bank  in  New  Jersey. 

Mr.  Williams.  Yes;  if  they  were  bona  fide  subscribers  to  the  stock. 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr  Williams.  But,  of  course,  these  fellows  would  not  be. 

Mr  Abner  H.  Ferguson.  But  if  the  Chase  National  Bank  was  a 
subscriber  to  the  stock,  I  mean  aside  from  the  interlocking  directors 

and  that  sort  of  thing.  •  xi, 

Mr.  Williams.  You  mean  to  say  that  one  bank  can  organize  another 

one  in  your  organization?  .  .  •        •  ^ 

Mr.  Abner  H.  Ferguson.  Except  for  the  provisions  against  inter- 
locking directors. 

Mr.  Williams.  And  except  for  the  fact  that  they  must  have  bona 
fide  stock,  bona  fide  stock  paid  up  by  certain  individuals. 

Mr  Abner  H.  Ferguson.  As  a  matter  of  fact,  under  the  incorpora- 
tion laws  of  all  of  the  States  that  is  exactly  the  way  a  corporation 
forms  a  subsidiary  corporation,  namely,  by  having  a  number  of  its 
officials  file  an  appUcation  for  a  charter  under  the  State  laws. 

Mr.  Williams.  Yes;  that  is  where  it  is  authorized  to  do  it. 

Mr.  Abner  H.  Ferguson.  Yes. 
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Mr.  Williams.  But  that  is  just  exactly  what  the  R.  F.  C.  does  not 
have  the  right  to  do  under  the  law  now,  as  I  understand  it.  We 
authorized  the  R.  F.  C.  to  establish  a  relief  corporation.  That  is 
not  the  name  of  it,  but  a  relief  corporation  to  alleviate  disaster,  a  loan 
corporation  in  the  flood  area. 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  We  authorized  them  to  do  that. 

Mr.  Abner  H.  Ferguson.  Yes.  Since  the  last  session,  at  which 
this  question  was  raised,  I  have  talked  with  the  general  counsel  of 
the  R.  F.  C.  and  he  is  satisfied  that  it  can  be  done.  However,  if  there 
is  any  doubt  about  it,  I  think  there  should  be  a  paragraph  in  this 
act  expressly  authorizing  the  R.  F.  C.  to  organizd  a  national  mortgage 
association. 

Mr.  Williams.  The  first  question  to  decide  is  whether  they  should 
do  it  or  not. 

Mr.  Abner  H.  Ferguson.  That  is  a  question  for  you  gentlemen 
to  decide. 

Mr.  Williams.  Yes;  but  is  it  your  thought,  as  sponsor  for  this 
legislation,  that  it  is  possible  for  the  R.  F.  C.  to  go  out  and  form 
mortgage  associations  to  make  these  loans? 

Mr.  Abner  H.  Ferguson.  Yes.  They  can  only  under  their  charter 
make  loans  under  section  207.  They  cannot  originate  small  individual 
household  loans  under  the  provisions  of  the  act,  but  I  think  myself 
personally  that  the  national  mortgage  association  provision  here  is 
the  crux  of  this  whole  thing,  because  I  do  not  see  how  we  are  going 
to  get  any  housing  started  unless  we  can  get  contracts,  and  the  money. 

Mr.  Williams.  Is  it  your  thought  that  there  will  be  no  national 
mortgage  associations  formed  unless  the  R.  F.  C.  forms  them? 

Mr.  Abner  H.  Ferguson.  That  is  a  question  of  conjecture.  I  have 
always  thought  that  the  reason  nobody  was  interested  in  national 
mortgage  associations  up  to  this  time  was  because  of  the  restrictive 
provisions  of  tliis  act,  and  we  have  undertaken  to  remove  those 
restrictive  provisions. 

Mr.  Williams.  The  R.  F.  C,  of  course,  has  been  very  friendly  to 
this  move,  and  tried  to  help  it.  Apparently  they  do  authorize  and 
recognize  some  of  these  national  mortgage  associations. 

Mr.  Abner  H.  Ferguson.  I  do  not  know.  They  have  institutions 
set  up  which  could  handle  these  mortgages.  The  RFC  Mortgage  Co. 
has  been  handling  some  of  our  mortgages. 

Mr.  Williams.  Under  this  act  as  it  is  written  can  a  national  mort- 
gage association  make  loans  on  these  small  projects? 

Mr.  Abner  H.  Ferguson.  Under  $20,000? 

Mr.  Williams.  Yes;  under  $20,000. 

Mr.  Abner  H.  Ferguson.  No,  sir. 

Mr.  Williams.  They  cannot  make  those  loans? 

Mr.  Abner  H.  Ferguson.  No,  sir. 

Mr.  Williams.  The  purpose  of  this  act  is  to  enable  them  to  make 
loans  to  the  larger  projects? 

Mr.  Abner  H.  Ferguson.  The  act  states  in  section  301  (a) 
[reading]: 

The  Administrator  is  further  authorized  and  empowered  to  provide  for  the 
establishment  of  national  mortgage  associations  as  hereinafter  provided  which 
shall  be  authorized,  subject  to  rules  and  regulations  to  be  prescribed  by  the 
Administrator,  (1)  to  purchase,  service,  and  sell  first  mortgages  and  such  other 
first  liens  as  are  commonly  given  to  secure  advances  on  real  estate  held  in  fee 


simple  or  under  a  lease  for  not  less  than  ninety-nine  years,  under  the  laws  of  the 
State  in  which  the  real  estate  is  located,  together  with  the  credit  instruments, 
if  any,  secured  thereby,  such  mortgages  not  to  exceed  80  per  centum  of  tne 
appraised  value  of  the  property  as  of  the  date  the  mortgage  is  purchased,  and  to 
make  loans  and  advances  upon,  and  to  purchase,  service,  and  sell  mortgages  or 
partial  interests  therein  which  are  insured  under  section  207  of  this  Act. 

Mr.  Williams.  In  other  words,  the  national  mortgage  association, 
if  organized,  could  buy  and  sell  mortgages  on  all  kinds  of  real  estate? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  But  they  can  make  loans  and  advances  only  for 
the  construction  of  those  projects  under  section  207? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams.  The  large  projects  above  $20,000? 

Mr.  Abner  H.  Ferguson.  Yes;  the  large  million-dollar  loans  and 
that  sort  of  thing.  The  reason  is  that  there  is  simply  no  money  for 
the  financing  available,  and  one  of  the  principal  difficulties  in  the 
administration  of  section  207  is  to  find  institutions  to  make  those 

loans.  ....        .V   4. 

Mr.  Williams.  Have  you  had  any  trouble  finding  institutions  that 

would  make  loans  for  the  smaller  construction? 
Mr.  Abner  H.  Ferguson.  No ;  I  do  not  thuik  so.     Do  you  mean  the 

individuals?  ,    ., ,.  j 

Mr.  Williams.  Yes;  the  ones  under  $20,000,  on  buildings  and 

dwellings?  ,    vrc     i 

Mr.  Abner  H.  Ferguson.  No;  I  do  not  think  much  dithculty. 

Mr.  Williams.  Has  there  been  any  recession  in  the  construction  of 
those  homes  in  the  last  few  months? 

Mr.  Abner  H.  Ferguson.  I  cannot  answer  that  off  hand. 

Mr.  Williams.  You  have  not  observed  whether  or  not  there  has 
been  any  decrease  in  this  line  or  any  disposition  on  the  part  of  people 
to  cease  building  them? 

Mr.  Powell.  Yes;  there  has  been  about  a  35-percent  decrease  since 
July. 

Mr.  Williams.  What  is  the  cause  of  that? 

Mr.  Powell.  I  imagine  it  is  due  to  the  general  rise  in  the  material 
prices,  and  labor  costs,  and  uncertainty  as  to  just  what  was  going 
to  be  done  about  this  act. 

Mr.  Williams.  Then  there  has  been  a  gradual  rise  in  the  cost  of 
materials  and  labor  and  in  the  cost  of  production? 

Mr.  Powell.  Since  July  there  has  been  a  slight  drop  in  material 
costs. 

Mr.  Williams.  What  is  the  cause  of  that? 

Mr.  Powell.  That  I  could  not  say. 

Mr.  Williams.  Have  you  any  reason  to  question  that  there  would 
be  an  added  impetus  given  to  this  rise  in  the  cost  of  material  and 
labor  if  you  built  more  houses? 

Mr.  Powell.  I  do  not  think  so.  I  think  under  mass  production 
you  can  produce  these  houses  for  a  good  deal  less  than  they  cost  now. 

Mr.  Williams.  By  going  into  mass  production? 

Mr.  Powell.  Yes,  sir. 

Mr.  Williams.  But,  how  are  you  going  to  do  that  if  you  build 
an  individual  home  out  in  my  district  and  another  one  over  here  in 
Kentucky?     How  are  you  going  to  go  into  mass  production  that  way? 

Mr.  Powell.  A  marked  rise  in  cost  has  been  in  the  large  metro- 
politan areas. 
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Mr.  Williams.  Has  been  what? 

Mr.  Powell.  The  rise  in  costs  has  been  in  the  large  metropohtan 

areas. 

Mr.  Williams.  Has  been  what? 

Mr.  Powell.  I  say,  Mr.  W^illiams,  the  marked  rise  in  costs  has 
been  mostly  in  the  large  metropolitan  areas. 

Mr.  Williams.  In  the  large  cities? 

Mr.  Powell.  Yes,  sir. 

Mr.  Williams.  Well,  there  has  not  been  a  general  nse  in  the  cost 

of  production? 

Mr.  Powell.  I  do  not  think  it  has  affected  the  smaller  communi- 
ties to  as  great  an  extent. 

Mr.  Williams.  You  do  not  think  it  has? 

Mr.  Powell.  No,  sir;  I  do  not  think  it  has. 

Mr.  Williams.  Then  what  has  been  the  cause  of  this  drop  in  build- 
ing in  the  small  communities? 

Mr.  Powell.  There  has  not  been  as  great  a  drop  m  the  smaller 
districts.  The  major  portion  has  come  in  the  large  metropolitan 
areas.     That  is  where  the  drop  has  been  most  noticeable. 

Mr.  Williams.  I  am  talking  about  the  individual  dwellings,  you 
mean  that  they  are  building  those  in  the  metropolitan  areas  and  not 
in  the  smaller  towns  and  cities  of  the  country? 

Mr.  Powell.  The  greater  part  of  our  business  has  come  from  the 

lo'pprp'r  Pltiies 

Mr.  Williams.  Has  there  been  any  mass  production,  as  you  call  it? 
Mr.  Powell.  Not  to  any  great  extent,  so  far. 
Mr.  Williams.  Would  this  bill,  if  passed,  aid  to  make  for  mass 
production  as  applied  to  individual  homes? 
Mr.  Powell.  It  will  stimulate  an  even  flow  of  capital  at  a  favorable 

rate.  '  •     i       o 

Mr.  Williams.  There  is  no  change  in  the  rate  of  interest,  is  there? 
Mr.  Powell.  No,  sir;  there  is  not,  except  that  we  are  eliminating 

the  service  charge.  ., ,.      .  « 

Mr.  Williams.  You  think  that  alone  will  create  a  buildmg  impetus? 

Mr.  Powell.  I  think  it  might  help. 

Mr.  Williams.  And  create  added  construction  of  homes  in  the 
metropolitan  areas  without  any  increase  in  the  cost  of  production? 

Mr.  Powell.  Yes;  I  think  it  would  help. 

Mr.  Williams.  You  are  very  optimistic  about  that.  I  hope  that 
is  correct,  but  that  is  putting  aside,  is  it  not,  every  real  law  of  supply 
and  demand,  that  if  we  do  certain  things,  if  we  increase  the  demand 
and  a  building  impetus  is  started  and  the  building  program  increases, 
has  it  not  always  had  a  tendency  in  the  past  to  increase  not  only  the 
cost  of  labor  but  the  cost  of  materials  that  went  into  the  buildings? 

Mr.  Powell.  That  has  usually  been  the  case,  but  there  has  always 
been,  in  this  type  of  construction,  a  lack  of  proper  financing,  where 
money  could  be  gotten  in  reasonable  quantities  and  at  a  reasonable 

price.  ,     , ,  ,  1  e 

Mr.  Williams.  That  would  stimulate  and  add  to  the  volume  of 

building  business? 

Mr.  Powell.  I  believe  so. 

Mr.  Williams.  The  greater  volume  the  more  demand,  and  the 
greater  demand  the  higher  prices. 

Mr.  Powell.  That  has  not  always  been  the  case. 


Mr.  Williams.  Well,  now,  where  has  it  not? 

Mr.  Powell.  I  did  not  get  your  question. 

Mr.  Williams.  I  say,  where  has  not  that  been  the  case? 

Mr.  Powell.  Well,  in  home  construction  from  1921  to  1928  the 
major  part  of  the  additional  rise  in  cost  was  financing  charges,  the 
method  by  which  they  could  get  financing  for  the  bmlding  of  homes. 

Mr.  Williams.  But  there  was  also  an  increase  in  other  things,  was 

there  not? 

Mr.  Powell.  That  is  true. 

Mr.  Williams.  What  has  been  the  history  since  1933  or  1934, 
when  this  legislation  was  enacted  the  first  time,  until  the  last  act? 

Mr.  Powell.  There  was  very  Httle  building  in  home  construction 

from  1930  to  1935.  .,    , 

Mr.  Williams.  I  mean,  say,  from  1934  or  1935  until  the  recent 

recession  in  building,  what  was  the  history  of  interest,  the  prices  of 

labor,  and  materials? 
Mr.  Powell.  There  was  a  very  rapid  rise  in  the  cost  of  building 

materials. 

Mr.  Williams.  What  about  labor  costs? 

Mr.  Powell.  There  were  increases  in  labor  costs  also. 

Mr.  Williams.  Was  there  not  an  increased  cost  in  building  labor 
of  all  trades? 

Mr.  Powell.  In  certain  types  of  skilled  labor  there  were  increases 
in  wages  partly  because  there  was  a  shortage  of  skilled  labor. 

Mr.  Williams.  Is  not  that  true  generally? 

Mr.  Powell.  In  some  instances,  in  the  metropolitan  areas,  there 
is  a  scarcity  of  skilled  labor. 

Mr.  Williams.  It  is  true  all  over  the  country? 

Mr.  Powell.  I  do  not  know. 

Mr.  Williams.  An  increased  demand,  according  to  the  ordinary 
rule  of  supply  and  demand,  would  increase  the  price  of  that  labor? 

Mr.  Powell.  We  still  feel  if  there  is  mass  production  that  might 
in  part  be  taken  care  of. 

Mr.  Williams.  I  do  not  see  how  you  are  going  to  have  mass  produc- 
tion scattered  over  individual  communities  scattered  over  3,000  miles 
of  territory. 

Mr.  Powell.  In  the  building  of  homes  in  certain  areas  they  are 
building  on  a  larger  scale  for  sale  by  mass  production,  and  they  have 
been  in  a  position  to  reduce  their  costs  in  better  types  of  construction 
by  better  planning. 

Mr.  Williams.  You  mean  to  say  some  one  contractor  would  have 
all  of  these  contracts? 

Mr.  Powell.  Some  contractor  might  build  all  the  way  from  2  to 
200  homes,  depending  on  the  demand  locally  for  homes. 

Mr.  Williams.  You  mean  to  limit  the  construction  to  just  a  few 
contractors  in  the  country  and  give  them  a  monopoly  on  the  business? 

Mr.  Powell.  No,  sir;  we  do  not. 

Mr.  Williams.  Then,  of  course,  you  throw  open  the  field  for  every 
individual  contractor  to  come  in  and  do  the  work? 

Mr.  Powell.  That  is  correct. 

Mr.  Williams.  Just  as  it  always  has  been  done. 

Mr.  Powell.  That  is  correct. 

Mr.  Williams.  I  still  do  not  see  how  you  are  going  to  have  mass 
production  in  the  manner  suggested. 
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Mr.  McKeough.  Will  you  yield  there? 

Mr.  Williams.  Yes. 

Mr.  McKeough.  I  wonder  if  the  gentleman  that  is  now  the  witness 
has  in  mind  control  of  this  added  cost  through  this  proposal  of  negotia- 
tion that  the  President  refers  to  in  his  message  with  the  material  men 
and  the  labor  interests  for  the  purpose  of  developing  an  annual  wage 
for  labor  and  a  control  in  the  rise  of  the  material  cost?  Do  you  have 
that  in  mind  when  you  speak  so  optimistically  of  this  not  creating  an 
added  cost  in  material? 

Mr.  Powell.  We  had  hoped  that  could  be  brought  about. 

Mr.  McKeough.  Would  you  state  whether  or  not  your  negotia- 
tions in  that  direction  have  led  to  any  basis  for  your  hope? 

Mr.  Powell.  The  Administration  itself  has  had  no  direct  negotia- 
tions along  that  line. 

Mr,  McKeough.  It  is  purely  hope? 

Mr.  Powell.  Yes,  sir.  ,       ^  t^    i 

The  Chairman.  Gentlemen,  let  me  suggest,  that  Governor  Eccles 
is  back  here  this  morning,  as  somebody  suggested  that  he  come  back. 
These  other  gentlemen  can  be  heard  later.  Governor  Eccles  has  an 
appointment  to  go  before  the  Senate  committee  tomorrow  morning, 
and  because  of  that,  I  would  like  to  ask  Governor  Eccles  to  proceed 
if  he  has  any  further  statement  to  make. 

STATEMENT  OF  GOV.  MARRINER  S.  ECCLES,  CHAIRMAN,  BOARD 
OF  GOVERNORS   OF  THE  FEDERAL  RESERVE  SYSTEM— Resumed 

Mr.  Hancock.  Mr.  Chairman,  I  think  Governor  Eccles  indicated 
the  other  day  that  he  would  be  willing  to  discuss  the  merits  of  title  I 
as  proposed  in  the  amendment  reopenmg  it. 

Mr.  Williams.  I  would  Uke  to  have  some  answers  on  title  ill  too. 

Mr.  Eccles.  Title  I  was  very  successful  in  its  previous  operation. 
It  was  discontmued  at  a  time  when  business  was  going  at  a  much  more 
rapid  pace  than  it  is  today.  It  seemed  at  that  time  it  was  neither 
necessary  nor  desirable  to  have  the  impetus  that  was  given  to  the 
activity  promoted  under  title  I.  I  do  not  know  that  it  has  a  very 
important  aspect  in  the  present  situation.  It  is  felt  that  it  may  do 
some  good,  that  there  is  a  certain  amount  of  work,  no  doubt,  that 
would  be  under  title  I.  Whatever  work  was  done  here  we  would  be 
just  as  much  to  the  good.     As  I  say,  I  do  not  think  of  it  as  a  major 

matter  at  all.  ,.,...,,  •      ^      u 

Mr.  Hancock.  Governor,  do  you  think  it  is  right  or  wise  for  the 
Government  to  encourage  9.7-percent  interest  charge  by  indemmfying 
or  protecting  the  lending  institutions  against  loss?  Why  not  do  some- 
thing to  protect  the  borrower  on  the  same  principle? 

Mr.  Eccles.  I  think  that  type  of  fmancing  is  very  expensive. 
The  cheapest  type  of  installment  financing  on  a  short  time  basis  m 
small  amounts  is  much  larger  than  9.5  percent.  That  certainly  does 
not  yield  a  net  return.  The  larger  financing  companies,  the  most 
successful,  those  having  national  operation,  get  closer  to  12  percent 
on  installment  financing.  ,  .  ,  •       ^ 

Mr.  Hancock.  But  the  Government  is  not  doing  anything  to  en- 
courage that  high  rate?  That's  strictly  private  installment  financing 
which  in  some  cases  has  been  unconscionable. 


Mr.  Eccles.  No;  the  Government  is  not  doing  anything  to  en- 
courage that.  The  only  way  you  could  reduce  the  cost  of  that 
financing  would  be  for  the  Government  itself  to  undertake  it.  If  the 
Government  does  undertake  it,  the  question  is  whether  or  not  they 
could  supervise  the  making  of  loans  and  handle  the  collections  and 
do  the  necessary  work  for  less  money  than  it  can  be  done  by  private 
institutions.  I  doubt  it.  Experience  in  the  past  has  not  demon- 
strated that  is  so. 

Mr.  Hancock.  Did  you  testify  on  title  I  in  1934? 

Mr.  Eccles.  I  do  not  recall  that  I  did.     I  do  not  think  so. 

Mr.  Hancock.  Do  you  know  what  was  the  philosophy  behind  that 
title,  or,  rather,  its  purpose,  as  announced  by  its  sponsors  to  this 
committee? 

Mr.  Eccles.  It  was  to  give  employment  and  business  activity  and 
to  make  possible  modernization  and  repairs. 

Mr.  Hancock.  Was  not  the  philosophy  at  that  time  primarily 
this:  That  due  to  the  depression  there  were  literally  thousands  of 
o:ood  citizens  throughout  the  country  who  had  not  been  able  to  keep 
their  homes  repaired  and  modernized? 

Mr.  Eccles.  That  is  right. 

Mr.  Hancock.  And  it  W'ds  the  thought  of  those  who  were  sponsor- 
ing the  legislation  that  through  title  I  you  would  allure  capital  out 
of  hiding  and  stimulate  credit  into  action  for  those  laudable  purposes 
in  order  that  roofs  might  be  repaired,  and  other  badly  needed  struc- 
tural improvements  made  to  homes.  It  was  also  clearly  miderstood 
that  those  loans  under  tliis  title  would  not  require  security.  I  think 
if  you  will  go  back  and  read  the  testimony  you  will  find  that  they 
were  to  be  strictly  character  loans.  Now,  as  a  matter  of  fact,  we  all 
know  that  title  I  was  administered  primarily  as  a  selling  agencjr  for 
a  number  of  concerns  in  the  United  States,  and  I  think  the  Adminis- 
trative record  will  show  that  the  original  purpose  was  recklesslj 
distorted.  I  wonder  if  you  know  anything  about  it?  !May  opinion  is 
that  the  time  is  not  far  off  when  we  will  all  be  ashamed  of  what  hap- 
pened.    I  tried  in  vain  on  two  separate  occasions  to  stop  it. 

Mr.  Eccles.  To  the  extent  that  we  permitted  equipment  sales,  I 
think  that  was  true. 

Mr.  Hancock.  I  am  not  charging  bad  faith  to  the  present  F.  H.  A. 
Administration  in  making  this  statement,  because  they  have  admitted 
that  they  were  helpless  in  their  control  over  it,  for  witness  after  witness 
from  the  F.  H.  A.  has  come  before  this  committee  and  described  the 
slipshod  method  employed  in  its  operations.  As  a  result,  they  were 
also  insuring  second-,  third-,  and  in  several  instances,  fourth-mortgage 
loans  which  in  some  instances  amounted  to  racketeering  on  a  whole- 
sale basis  all  of  which  will  *'out"  one  of  these  days.  Do  you  approve 
of  that? 

Mr.  Eccles.  You  mean  under  title  I? 

Mr.  Hancock.  Yes,  sir. 

Mr.  Eccles.  As  I  imderstand  it,  the  loans  they  made  were  unse- 
cured loans.  We  anticipated  that  there  would  be  a  substantial  loss, 
but  it  was  much  cheaper  than  unemployment  relief  to  the  extent  that 
you  got  $300,000,000,  $400,000,000,  or  $500,000,000  of  expenditures 
in  this  field,  even  though  there  would  be  a  loss  of  as  high  as  10  per- 
cent. The  loss  in  the  operation,  I  am  informed,  in  spite  of  loans  on 
equipment,  will  not  exceed  2  percent.     I  therefore  feel  that  the  whole 
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thine  was  well  justified.  If,  by  a  loss  of  2  percent  on  a  $500,000,000 
operation,  wliich  is  $10,000,000,  if  $10,000,000  of  Government  funds 
is  expended  to  induce  $500,000,000  to  be  spent,  it  is  one  of  the  cheapest 
methods  of  giving  business  activity  that  I  know  of. 

Mr  Hancock.  If  it  is  re\dved,  as  some  sponsors  of  this  legislation 
seem  to  think  it  ought  to  be,  how  do  you  think  it  ought  to  be  applied, 
and  what  type  and  character  of  loans  should  be  made  under  it? 

Mr  EccLES.  I  think  it  should  be  appUed  stnctly  for  the  repair  of 
homes.  I  should  not  say  homes  strictly,  but  strictly  for  the  repair  of 
buildings.  It  should  not  include  equipment  that  can  be  readily 
detached,  and  which  is  not  a  part  of  the  structure. 

Mr  Hancock.  You  certainly  would  not  want  the  taxpayers  to 
guarantee  garage  bills,  as  they  were  doing  would  you?  In  other 
words,  a  man  could  take  his  old  automobile  to  a  garage  and  have  $50 
or  $250  worth  of  repairs  done  on  it  and  the  F.  H.  A.  be  hable  for  20 
percent  of  the  bill  but  know  nothing  whatever  as  to  the  persons  respon- 
sibihty.  You  would  not  want  the  Government  to  again  engage  in 
that  type  of  insurance  with  taxpayers  money,  would  you? 

Mr.  EccLES.  I  hardly  think  that  question  requires  an  answer.  It 
would  go  without  saying  that  is  certainly  an  abuse  of  the  mtention, 
that  the  law  should  not  permit  any  type  of  loan  to  be  made  except  it 
represented  work  done  on  a  structure,  that  really  improved  the 

structure 

Mr.  Hancock.  We  are  certainly  in  agreement  on  that.  Now, 
Governor,  let  me  ask  you  another  question  dealing  with  a  different 
section  of  the  bHl.  I  want  to  get  a  practical  application  of  the  opera- 
tions of  this  measure,  and  paricularly  as  it  would  relate  to  low  rental 
projects  m  the  Southern  States.  Let's  assume  that  there  are  a  group 
of  citizens  in  a  community  in  North  Carolma  that  are  mterested  ui 
rehabilitating  an  area  that  is  badly  backward  from  a  honsmg  stand- 
point or  developmg  a  suitable  new  area.  They  want  to  build  50  or 
250  homes  to  cost  not  to  exceed  $2,000  apiece.  They  own  the  land 
which  is  worth  for  this  purpose  20  percent  of  the  total  housmg  project 
but  they  cannot  arrange  the  financing.  If  we  pass  this  bill,  how  would 
they  proceed  to  go  forward  with  that  construction  program? 
Mr.  EccLES.  Under  title  I?  .     ,    ,  .•      on7 

Mr.  Hancock.  Under  any  part  of  it,  but  particularly  section  207 

or  210?  .        -  ,  #xi  •    xo 

Mr.  EccLES.  Well,  are  you  speakmg  of  the  promoters  of  the  project  r 

Mr.  Hancock.  What?  .  •       ^u 

Mr.  EccLEs.  Are  you  speaking  of  the  corporation  ownmg  the 
project,  or  of  an  individual  owning  a  project  to  build  homes  to  sellr 

Mr.  Hancock.  Either  one.  ,     ^  xr    *  ^  xu  • 

Mr.  EccLES.  Well,  they  would  apply  to  the  F.  H.  A.,  present  their 
plans,  and  apply  for  insurance,  90  percent. 

Mr.  Hancock.  But  they  would  have  to  be  owner-occupants  to  get 
90  percent  insured  loan.  My  question  refers  to  builders  interested  in 
providing  better  housing  for  renters  in  the  low-income  class. 

Mr.  EccLES.  That  is  true;  to  get  90  percent.  When  they  were 
sold,  all  they  could  get  would  be  80  percent,  so  long  as  they  held  the 
propertv,  and  the  proposal  here  is  that  they  could  build,  they  could 
put  up  $200,000  value,  and  get  an  80-percent  loan,  and  provide  for  a 
release  to  the  purchaser  who  was  the  owner-occupant  of  the  house, 
who  would  in  turn  get  a  90-percent  loan. 


Mr  Hancock.  That  is  exactly  what  I  wanted  to  bring  out  and  have 
clear  in  the  record.  In  other  words,  to  start  off  with,  they  would  only 
be  able  to  get  80  percent  insurance.  But  when  they  sold  to  a  citizen 
for  owner-occupancy,  the  purchaser  could  apply  and  get  insurance 
up  to  90  percent  under  the  provisions  of  section  203.     That  is  correct; 

^^  Mr  EccLES.  That  is  right.  The  reason  for  that  is  today  they  sell 
these  properties,  and  the  individual  seldom  pays  more  than  10  percent 
down,  and  sometimes  5  percent.  He  does  not  get  title  to  the  prop- 
erty, and  he  is  not  protected  in  the  same  sense  that  he  is  under  this 
proo-ram  where  he  makes  a  direct  apphcation  and  he  gets  title  to  the 
Droperty,  or  gets  a  90-percent  loan,  and  the  90  percent  is  based  upon 
the  appraisal  not  of  the  seller  of  the  loan  but  the  F.  H.  A.  Now,  the 
average  real-estate  concern  today  will  sell  a  home  of  that  sort  under 
a  contract,  but  will  not  take  a  down  payment  of  10  percent  or  a  5- 
percent  down  payment,  and  the  charges  and  the  rate  and  the  sale 
price  are  usually  much  higher  than  would  be  the  case  under  a  plan 
of  this  sort.     This  seems  to  me  to  protect  the  ultimate  home  buyer. 

Mr  Hancock.  Do  you  happen  to  know  what  percent  of  those  who 
have  apphed  for  F.  H.  A.  insurance  were  turned  down  because  they 
could  not  furnish  20  percent  equity  or  payment? 

Mr.  EccLES.  Well,  I  do  not  know.  I  do  not  think  that,  would  be  a 
criterion,  because  most  people  would  not  make  an  application  in  the 
first  instance,  knowing  that  they  could  not  make  the  20-percent  down 
payment,  knowing  that  was  required.  Therefore  they  would  not  want 
to  go  to  the  expense  of  making  application  and  making  an  appraisal, 
knowing  in  the  beginning  that  they  could  not  make  the  20-percent 

Mr.  Hancock.  In  order  to  make  this  program  sound  and  successful, 
and,  of  course,  all  of  us  are  interested  in  making  it  a  success,  is  it  not 
essential,  Governor,  that  we  keep  in  mind  three  factors,  first,  the  man 
who  wants  to  own  a  home,  secondly,  a  man  willing  to  speculate  m 
building  a  house;  and  thirdly,  reasonable  means  of  financing  in  either 
case.  I  would  like  to  see  a  sound  and  feasible  mechanism  worked  out 
under  Government  stimulation  and  encouragement  that  would  accom- 
plish the  President's  objectives,  but  frankness  compels  me  to  question 
the  eftectiveness  and  fairness  of  these  proposals  without  considerable 
modifications  to  first  protect  the  existing  lending  institutions  and 
secondly  insure  their  needed  and  necessary  cooperation  on  a  profit- 
able basis.  .  ij  11 

Mr.  EccLES.  I  am  glad  you  asked  that  question  and  i  would  like 
to  make  some  suggestions  for  the  consideration  of  the  committee  m 
connection  with  some  tax  exemptions  with  reference  to  a  portion  of 
this  program,  and  it  will  possibly  tend  to  answer  also  some  of  Mr.  Wil- 
liams' questions.  ,  .     i 

Mr.  Hancock.  Before  you  proceed  further  may  I  place  this  thought 
in  your  mind?  If  we  authorize  the  liberahzation  of  the  provisions 
relative  to  the  establishment  and  operations  of  national  mortgage 
associations  one  way  is  to  permit  them  on  certain  conditions  to  issue 
debentures  up  to  20  times  the  amount  of  the  capital.  There  is  a 
provision  in  here  or  in  the  President's  message  authorizing  the  R.  F.  C. 
to  furnish  capital  up  to  $50,000,000  which  could  be  expanded  by 
debentures  up  to  $1,000,000,000.  Would  the  debentures  of  a  national 
mortgage  association,  as  I  now  understand,  be  nontaxable? 


33604—37- 


-8 


110 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


111 


Mr.  EccLES.  No ;  they  are  taxable.    They  are  not  nontaxable. 

Mr.  Hancock.  They  would  be  taxable? 

Mr.  EccLES.  Yes. 

Mr.  Hancock.  All  right.  Then  can  you  tell  me  why  any  financial 
institution  would  care  to  invest  in  those  debentures  in  preference  to 
an  insured  mortgage  loan,  when  the  loan  or  mortgage  is  redeemable 
in  case  of  default  with  a  Government-guaranteed  tax-exempt  3-percent 
bond  or  debenture? 

Mr.  EccLES.  It  is  not  tax  exempt.  That  is  another  point.  It  is  a 
Government  mortgage,  but  it  is  not  tax  exempt. 

Mr.  Hancock.  I  see.  That  of  course  makes  a  difference  and  I 
also  appreciate  the  fact  that  maturities  would  also  play  a  part. 

Mr.  EccLES.  I  think  I  can  answer  those  questions. 

Mr.  Hancock.  Remember  I  am  seeking  information  so  that  I  may 
know  what  I  am  doing  and  why 

Mr.  EccLES.  Now,  the  dilemma  always  seems  to  be,  in  the  first 
place,  that  the  cost  of  finance  is  too  low,  and,  on  the  other  hand,  it  is  too 
high.  I  think  5-percent  financing  on  this  type  of  loan,  the  90-percent 
one  in  particular,  I  question  very  much  that  financing  institutions  are 
going  to  be  interested  in  making  90-percent  loans  at  5  percent. 

I  will  give  you  my  reasons:  In  the  first  place,  many  of  these  loans 
are  made  for  sale.  There  is  not  sufficient  money  in  the  territory  often 
to  take  care  of  the  needs  of  the  territory,  and  there  are  excessive  funds 
in  other  territories.  There  is  building  very  often  in  one  section, 
where  there  is  no  building  in  another  section  of  the  country.  The 
funds,  we  know,  move  from  one  area  to  another.  Insurance  com- 
panies are  typical  cases. 

The  5-percent  rate  for  20  years  on  a  monthly  payment  plan  where 
the  amount  of  work  is  involved  as  it  is  involved  in  this  type  of  an 
operation  means  that  at  least  three-quarters  of  1  percent  is  the  very 
minimum  of  a  service  charge  that  an  institution  can  buy  on.  •  The 
insurance  companies  that  had  agents  usually  allowed  on  the  individual 
homes  1  percent  and  I  do  not  think  it  was  ever  less  than  three-quarters 
of  1  percent,  so  that  we  will  take  5  percent  less  three-quarters  of  1 
percent,  which  would  make  4K  percent,  which  would  be  the  net  on 
a  mortgage  that  an  insurance  company  purchased  or  an  investory 
purchased,  or  that  a  corporation  may  purchase. 

The  4:%  percent  would  be  subject  to  a  tax.  The  tax  to  the  corpora- 
tion is  approximately  15  percent.  That  would  reduce  the  yield  on 
that  net  to  about  3%  percent. 

We  are  in  competition  with  tax-free  securities.  A  20-year  Govern- 
ment bond  today  sells  on  a  basis  of  3  percent,  or  very  close  to  it, 
with  a  tax-free  feature,  the  normal  tax,  and  15  percent  for  that  cor- 
poration, which  would  mean  the  equivalent  of  3)^  percent.  In  other 
words,  we  would  have  to  have  a  security  that  would  yield  3)^  percent 
to  be  comparable  to  a  20-percent  Government  bond  yield. 

As  I  mentioned  the  other  day,  the  Government  is  paying  2.9 
percent  on  your  baby  bonds.  There  is  a  tax-free  feature  there. 
Thai  is,  for  a  bond,  if  it  is  carried  to  the  10-year  maturity,  it  runs 
about  2  percent  after  the  second  year. 

Now,  let  us  assume  that  the  R.  F.  C.  sets  up  this  mortgage  associa- 
tion, and  they  purchase  insured  mortgages  on  a  4}^  percent  basis, 
allowing  three-fourths  of  1  percent,  wliich  they  certainly  would  have 
to  allow  for  the  handling  and  the  servicing  of  these  mortgages.     You 


have  got  to  remember  there  was  a  $4,000  average.  You  have  got  to 
remember  3%  is  on  the  diminishing  balance,  not  on  the  origmal  balance. 
That  leaves  4.%  percent  for  the  R.  F.  C.  or  the  mortgage  company.  A 
mortgage  company  selling  debentures  non-tax-free,  if  they  are  not  tax- 
free,  would  have  to  get  more,  certainly,  than  3K  percent,  if  they  be  a 
long-term  debenture. 

In  other  words,  the  criterion  is  competition  for  your  security.  I  am 
not  favorable  to  tax-free  securities  of  any  kind,  and  personally  I  wish 
there  were  some  way  of  completely  eliminating  the  tax-free  feature 
from  all  Government,  municipal,  and  quasi-Government  securities, 
but  inasmuch  as  that  is  not  the  case,  I  should  like  to  have  this  com- 
mittee consider,  inasmuch  as  this  financing  is  in  competition,  in  a  sense, 
with  the  tax-free  financing  of  States,  counties,  and  cities,  that  the 
debenture  issued,  the  3  percent  that  is  issued  in  lieu  of  a  defaulted 
mortgage,  be  made  tax-free.  I  do  not  mean  free  from  all  tax,  but  1 
mean  free  from  normal  tax,  the  same  as  the  other  securities,  that  the 
debenture  on  the  mortgage  associations  be  put  in  the  same  category  as 
the  debentures  of  the  home-loan  bank,  and  also  the  Farm  Credit  set- 
up debentures. 
Mr.  Fish.  They  are  all  tax-free? 

Mr.  EccLES.  That  is  right,  that  there  is  every  justification  for  the 
debentures  of  the  mortgage  association,  just  as  there  is  for  home  finan- 
cing, to  be  put  in  that  category. 

Mr.  Fish.  In  other  words,  if  there  is  any  justification  for  any  form 
of  tax-free  securities,  it  should  be  for  this  purpose? 
Mr.  EccLES.  That  is  right. 

Mr.  Fish.  And  you  are  willing  to  waive  your  objection  m  this 
particular  case,  but  not  in  the  others? 

Mr.  EccLES.  So  long  as  we  have  that  competitive  situation,  as  I 
said  a  moment  ago.  I  feel  reasonably  sure  that  financial  institutions 
would  much  prefer  to  buy,  if  they  are  going  into  a  long-term  bond, 
they  would  much  prefer  to  buy  a  Government  bond  which  would 
give  them  the  equivalent  of  3  percent  in  taking  into  account  the 
tax-free  feature. 
Mr.  Fish.  Exactly. 

Mr.  Hancock.  May  I  continue  with  my  questions? 
Mr.  Fish.  May  I  ask  a  few  questions? 
Mr.  Hancock.  Pardon  me,  but  I  had  not  finished. 
Mr.  Fish.  All  right. 

Mr.  Hancock.  I  want  to  know  what  real  changes  we  are  making 
in  the  F.  H.  A.  that  will  or  should,  as  the  President  desires,  make  it 
attractive  to  private  funds  in  the  construction  of  houses  and  homes. 
That  is  the  purpose  of  all  these  questions. 

Mr.  EccLEs.  Now,  we  will  take  the  90-percent  loan  at  5  percent. 
If  that  loan  has  to  be  foreclosed,  there  will  be  the  absorption  of  the 
foreclosure  cost,  just  as  has  been  brought  out  here,  running  as  high 
as  10  percent  in  some  States,  and  that  would  have  to  be  absorbed 
by  the  lending  institution.  After  it  absorbs  that,  what  does  it  get? 
It  gets  a  3-percent  20-year  debenture  which  matures  3  years  after 
the  mortgage.  Now,  the  mortgages,  where  the  payments  are  made 
over  3,  4,  or  5  years,  will  be  the  last  likely  to  default.  The  defaults 
will  come  in  the  first  years,  while  the  equity  is  small.  So  that  the 
debenture  issued  in  lieu  of  the  property,  that  is,  the  3-percent  deben- 
ture, which  at  present  is  not  tax-free,  would  be  approximately  a 
20-year  debenture. 
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Mr.  Hancock.  Governor,  let  me  ask  you  right  at  that  point,  not 
fts  an  official  of  the  Government,  but  as  a  banker,  which  would  you 
consider  the  sounder  investment,  the  F.  H.  A.  debenture,  or  a  National 
Mortgage  Association  debenture? 

Mr.  EccLEs.  Why,  I  would  much  prefer  a  national  mortgage 
association  debenture.  It  depends  entirely  on  the  maturity,  of 
course. 

Mr.  Hancock.  Why? 

Mr.  EccLEs.  Because  I  think  it  will  have  to  yield  more  than  3 
percent. 

Mr.  Hancock.  But  it  would  not  be  Government  guaranteed, 
would  it? 

Mr.  EccLEs.  I  know,  but  it  has  got  the  original  capital,  and,  in 
addition  to  the  capital,  it  has  those  insured  mortgages,  and  certainly 
they  would  be  yielding  more  than  3  percent,  the  insiu-ance  mortgages. 

Mr.  Hancock.  Aside  from  its  capital  its  value  in  the  final  analysis 
would  depend  largely  upon  the  soundness  of  the  loans  insured  by  the 
Federal  Housing  Administration,  would  it  not? 

Mr.  EccLEs.  That  is  very  true,  but  also  on  the  having  of  a  bad 
depression  the  mortaUty  on  the  loans  certainly  is  not  going  to  be  50 
percent  at  any  time.  The  mortality  of  loans  is  likely  to  be  compara- 
tively small. 

Mr.  Hancock.  I  do  not  know  whether  I  have  made  myself  clear. 
What  I  am  trying  to  get  to  is  just  this:  Under  this  proposed  set-up, 
is  it  reasonable  or  imreasonable  to  conclude  that  practically  all  of 
the  money,  for  construction  of  housing  will  be  furnished  by  the 
Government  rather  than  by  private  financial  institutions?  It  looks 
to  me  as  if  we  are  about  to  put  the  Government  deeper  into  this 
field  of  endeavor — of  course,  I  may  be  wrong. 

Mr.  EccLEs.  No,  no.  • 

Mr.  Hancock.  Do  you  really  think  the  banks  will  buy  the  deben- 
tures of  the  National  Mortgage  Association? 

Mr.  EccLEs.  I  see  no  reason  why  they  would  not. 

Mr.  McKeough.  If  they  are  tax  exempt? 

Mr.  Hancock.  I  am  talking  about  the  debentures  under  the  present 
language  of  the  bill. 

Mr.  EccLEs.  I  think  they  should  be  made  tax  exempt  inasmuch  as 
they  are  in  competition  with  other  tax  exempt  securities. 

Mr.  Hancock.  The  reason  then  that  you  feel  that  way  is  because 
you  do  not  believe  they  offer  an  attractive  investment  unless  they 
are  tax  exempt? 

Mr.  EccLEs.  No;  but  what  I  feel  is  that  the  rate  on  them  will 
possibly  have  to  be  nearly  a  half  percent  more  than  otherwise  would 
be  the  case,  that  they  would  have  to  sell  at  a  high  enough  rate  to  be 
attractive.  Now,  if  they  sell  at  that  rate,  it  is  a  question  if  they  will 
have  enough  margin  to  operate,  or  if  they  have  enough  margin  with 
which  to  operate,  the  question  is  then  if  they  will  buy  the  insured 
mortgages  at  a  price  that  will  leave  institutions  that  will  sell  them 
enough  to  pay  for  the  servicing.  If  not,  then  the  institutions  in 
that  situation  are  not  interested  in  marketing  the  mortgages. 

So,  I  feel,  in  order  to  take  from  the  5-percent  rate  three-fourths  of 
a  percent,  leaving  4)i  percent,  I  think  it  is  desirable  to  allow  a  leeway 
there  of  three-fourths  of  a  percent  to  the  mortgage  association  so 
they  would  be  able  to  sell  their  debentures  around  a  3K-percent 


basis,  especially  the  long-term  debentures.  At  least  there  ought  to 
be  some  leeway  there.  If  they  can  sell  them  at  3)^  or  3,  dependmg 
on  the  long-term  interest  rate,  so  much  the  better. 

Mr.  Hancock.  Governor,  tell  me— if  you  know— why  has  it  been 
necessary  for  the  F.  H.  A.  to  go  to  the  R.  F.  C.  for  financing  of  its 

insured  mortgages?  .  i     t»  t^  r^ 

Mr.  EccLEs.  They  have  not  gone,  as  I  understand  it,  to  the  R.  F.  C. 
The  R.  F.  C.  has  stood  in  a  position  of  where  it  acted  as  a  niarket. 
In  the  absence  of  a  mortgage  association  it  bought  these  individual 
mortgages,  sold  some  of  them,  and  redistributed  some  of  them. 

Mr.  Hancock.  Why  do  they  have  to  pass  through  the  hands  of 
another  Government  agency  before  they  are  attractive  to  the  pubHc? 

Mr.  EccLEs.  Because  there  is  a  mortgage  institution  that  makes 
these  loans  that  does  not  have  the  capital  to  loan  to  the  community. 
It  ought  to  be  able  to  sell  insured  mortgages  somewhere. 

Mr.  Hancock.  If  it  has  been  impossible  or  impractical  for  a  national 
mortgage  association  under  the  language  of  Title  III  as  amended  in 
1935  to  operate  on  a  sound  and  profitable  basis  what  is  there  in  the 
proposed  amendments  here  that  makes  it  a  sounder  set  up  or  more 
attractive,  if  anything  for  private  capital? 

Mr.  EccLEs.  Of  course,  we  can  approach  this  thing  from  the  stand- 
point of  saying  that  if  you  did  not  have  a  Federal  Housing  Adminis- 
tration then  would  we  have  what  we  had  before  it  as  a  means  of  mort- 
gage financing?  There  are  no  institutions  except  building  and  loan 
institutions  that  make  high  mortgage  loans  that  could  legally  do  it. 
The  State  banks,  the  national  banks,  the  savings  banks,  and  the 
insurance  companies  were  restricted  to  making  loans  of  from  50  to  60 
percent.  That  meant  that  such  loans  as  that,  made  on  a  straight  50 
or  60  percent,  brought  into  play  the  second  and  third  mortgage.  It 
brought  into  play  what  we  had  during  the  twenties,  so  that  the 
average  home  owner  or  the  builder  who  built  to  rent  was  paying  on  an 
average  for  his  money  better  than  10  percent.  Now,  without  this 
mechanism  that  is  what  we  would  have,  and  this,  by  the  way,  is  a 
complete  reform  of  your  whole  mortgage  market. 

Mr.  Hancock.  Governor,  that  reformation  in  mortgage  financing 
has  been  going  on  for  quite  a  long  time.  To  my  mind  it  is  the  oustand- 
ing  accompUshment  of  the  F.  H.  A.,  but  there  were  a  lot  of  home  financ- 
ing institutions  engaged  in  single  amortized  mortgage  financing  long 
before  the  F.  H.  A.  was  inaugurated. 

Mr.  EccLES.  That  is  true,  but  the  only  single-mortgage  financing 
that  got  up  to  80  percent  were  the  building  and  loan  companies,  and 
look  at  the  rates  they  got  for  the  single  80-percent  mortgage. 

Mr.  Hancock.  How  did  their  rates  compare  with  the  rates  of  com- 
mercial banks,  on  short-term  straight  mortgages,  if  you  know? 

Mr.  EccLES.  The  commercial  banks  did  not  make  a  single  mortgage 
except  on  a  50  percent  straight-mortgage  basis,  and  the  commercial 
banks  were  restricted  and  looked  with  disfavor  upon  real-estate 
mortgages. 

Mr.  Hancock.  I  am  not  talking  about  that  phase  of  it,  but  I  am 
talking  about  what  is  the  comparison  in  interest  rates. 

Mr.  EccLES.  As  to  the  commercial  banks,  the  only  long-term  mort- 
gages that  they  are  making  are  being  made  on  the  basis  of  the  F.  H.  A. 

Mr.  Hancock.  What  rate  did  they  charge  prior  to  the  inauguration 
of  the  F.  H.  A.?  As  a  banker  you  have  made  them  yourseK,  have  you 
not? 
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Mr.  EccLES.  Wliere  they  made  a  straight  loan  of  50  percent,  which 
was  all  they  were  permitted  to  make,  up  to  5  years,  these  rates  varied 
depending  upon  the  part  of  the  country.  The  rates  ran,  I  would 
say,  all  the  way  from  5  to  8  percent.  That  was  the  usual  rate, 
but  what  we  need  to  provide  here  is  to  get  away  from  the  second  and 
the  third  mortgage.  If  you  want  to  use  private  capital,  then  it  seems 
to  me  you  have  got  to  set  up  a  mechanism,  and  then,  if  this  is  not  it, 
then  I  do  not  know  how  it  is  possible  to  devise  one.  Actually,  you 
can  get  an  80-  or  90-percent  loan  that  is  available  for  all  types  of 
financing  institutions.  You  cannot  leave  it  to  one  group  of  institu- 
tions because  the  funds  that  the  building  and  loan  companies  have 
are  only  a  small  part  of  the  total  investment  funds. 

Mr.  Hancock.  What  I  want  to  see  done — and  I  am  sure  you  want 
to  see  it  done,  and  I  am  sure  every  other  Member  that  is  interested 
in  this  legislation  wants  to  see  done — is  to  make  the  program  attrac- 
tive to  the  home  owner  and  all  of  the  lending  institutions,  so  that  we 
can  get  some  homes  built,  put  good  men  to  work,  and  stimulate  the 
building  industries  and  general  business  activity. 

Mr.  EccLEs.  Yes. 

Mr.  Hancock.  Will  this  bill  do  it?  If  not,  how  should  it  be 
changed  so  it  will  do  it? 

Mr.  EccLES.  We  want  it  attractive  to  the  extent,  at  least,  that 
they  will  be  willing  to  make  the  loan,  and,  after  all,  when  it  comes  to 
the  question  of  figuring  years,  they  will  be  making  a  5-percent  loan 
that  involves  various  costs,  and  it  is  a  20-year  loan.  You  therefore 
have  to  compare  it  with  what  is  in  the  investment  field  by  way  of  a 
20-year  loan  that  is  comparable,  and  you  get  into  3K  percent  yield 
with  practically  no  servicing  charge  fee,  a  Government  loan,  and  you 
get  into  4  and  4K  in  the  high  grade  other  bonds,  20-year  bonds  with 
no  service  charge. 

Mr.  HANcock.  Governor,  you  have  studied  this  money  situation 
and  I  know  you  have  for  many  months  been  giving  it  thorough 
concentration.  When  it  flows  freely  and  in  the  right  direction  all  is 
well ;  otherv\ise  all  is  wrong.  Do  you  know  of  a  single  private  dollar 
that  is  ready  to  become  a  part  of  the  capital  stock  of  a  national 
mortgage  association? 

Mr.  EccLES.  I  do  not  know  of  any,  and  I  do  not  care  whether 
private  capital  goes  into  the  mortgage  association  or  not  at  this  time. 
The  important  thing  here  is  to  create  a  mechanism  that  will  provide 
the  80-  and  90-percent  loans. 

Mr.  Hancock.  You  would  not  have  much  of  a  mechanism  for 
making  loans  without  money,  would  you? 

Mr.  EccLES.  AH  right,  but  if  the  mortgage  association  sells  its 
debentures  to  insurance  companies  or  the  savings  banks  and  other 
banks,  there  are  many  institutions  that  lend  money  on  direct  mort- 
gage loans  that  will  buy  debentures  for  trust  notes,  for  insurance 
funds  and  other  funds,  just  as  they  buy  debentures  of  the  Home 
Loan  Bank  System,  and  just  as  they  buy  debentures  of  the  Farm 
Credit  Administration,  and  just  as  they  buy  bonds  of  the  Federal 
Farm  Mortgage  Corporation.  We  have  no  reason  to  doubt  but 
what  the  mortgage  association  can  sell  their  debentures  just  as 
readily  as  these  other  agencies  sell  their  debentures. 

Mr.  Transue.  And  that  is  on  the  assumption  that  they  are  going 
to  get  an  equalization  in  the  way  of  a  tax-exempt  debenture? 


Mr.  EccLEs.  To  meet  the  disparity  you  speak  of,  if  you  do  not 
get  that,  the  debenture,  as  a  result,  sells  at  a  higher  rate,  and  then  if 
it  has  not  the  higher  rate  to  appeal  in  the  first  instance  an  institution 
is  not  willing  to  make  the  loan. 

Mr.  McKeough.  Assuming  that  the  adjustment  is  made  in  keeping 
with  the  recommendations  in  the  financial  side  of  this  picture  and  is 
put  forth  on  an  attractive  basis  to  meet  the  competition  of  securities 
ill  the  way  of  Government  and  municipal  tax-exempt  obligations, 
tiiat  the  solution  of  this  problem  is  cared  for,  then  we  have  two 
remaining,  the  material  side  and  the  labor  side.  On  the  assumption, 
of  course,  that  we  have  people  in  a  position  to  buy  homes  and  willing 
to  do  it,  are  you  satisfied,  in  the  event  that  we  adjust  this  tax-exempt 
situation,  that  we  will  have  control  over  the  other  two  factors,  namely, 
material  and  labor,  control  that  will  serve  to  guarantee  all  three 
factors  being  together,  and  the  beginning  of  construction  instituted  as 
a  result  of  that  procedure? 

Mr.  EccLEs.  I  certainly  have  not  yet. 

Mr.  McKeough.  You  have  not? 

Mr.  EccLEs.  No,  sir,  not  yet. 

Mr.  McKeough.  Then  there  is  no  assurance  to  the  country  that  we 
are  going  to  begin  to  reach  the  objective  that  the  President  seeks 
in  his  message  on  this  important  subject? 

Mr.  EccLEs.  You  cannot  get  all  three  things,  together.  It  seems 
to  me  you  have  got  to  do  what  you  can  with  no  arrangement  deahng 
with  the  material  or  labor  problem  and  other  elements,  because  you 
are  not  going  to  get  very  far  unless  you  have  a  financial  mechanism, 
and  we  are  assuming  you  have  that 

Mr.  McKeough.  What  I  am  trying  to  get  at  is  the  practicability  of 
this  scheme. 

Mr.  EccLES.  That  involves  the  whole  question  of  the  economy. 
WTiat  may  be  a  shortage  of  homes  under  normal  conditions  of  employ- 
ment becomes  a  surplus  of  homes  under  a  condition  of  unemployment. 

Mr.  McKeough.  Exactly. 

Mr.  EccLES.  Now,  there  is  no  shortage  of  homes  in  the  sense  that 
there  are  not  places  for  people  to  Uve  of  the  kind  there  are,  but  there 
is  a  shortage  of  the  type  of  homes  that  people  ought  to  be  able  to  live 
in  in  an  economy  such  as  ours.  So  that,  after  all,  we  might  say  that 
there  is  no  shortage  of  automobiles  even  if  there  were  no  new  auto- 
mobiles being  sold  to  people.  People  can  ride  in  old  cars  for  an 
awfully  long  time,  and  people  can  Uve  in  very  old,  dilapidated,  unsani- 
tary, inadequate  houses  for  a  long  time,  and  there  would  be  no  housing 
shortage  because  the  demand  for  houses  would  not  exceed  the  supply, 
but  the  very  good  reason  for  that  is  that  the  buying  power  of  the 
people  was  such  that  due  to  unemployment  or  recession  that  you 
have  not  a  housing  shortage.  This  whole  thing,  then,  as  to  whether 
you  have  got  a  house,  as  to  whether  you  need  houses,  goes  to  the 
question  of  the  extent  to  which  recession  has  stopped  and  recovery 
is  brought  about.  Now,  with  a  proper  housing  set-up,  it  would  tend 
neatly  to  material  recovery 

Mr.  Hancock  (interposing).  It  would  reverse  the  present  move 
toward  unemployment  the  other  way,  and  that  is  primarily  the  pur- 
pose of  this  whole  set-up. 

Mr.  EccLEs.  At  least  this  would  be  a  mechanism  that  would  tend 
certainly  to  make  it  easier  to  do  that  than  if  you  had  no  housing 
mechanism  available. 
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Mr.  McKeough.  What  I  am  seeking  to  find  out  from  the  witness 
is  what,  in  the  judgment  of  this  witness,  we  ought  to  do,  and  naturally 
assuming  that  the  witnesses  that  have  come  before  the  committee 
have  studied  the  possibilities  of  this. 

Mr.  EccLEs.  Yes. 

Mr.  McKeough.  Now  you  come  with  a  suggestion  that  looks  as 
though  it  might  be  timely  from  the  standpoint  of  what  we  ought  to 
do  to  get  it  in  shape  to  have  it  started. 

Mr.  EccLEs!  That  is  right. 

Mr.  McKeough.  Now,  I  am  thinking,  in  addition  to  that  factor, 
which  is  one  of  the  three  major  factors  of  the  problem,  of  what,  in 
your  judgment,  could  be  the  other.  In  a  general  way  you  have  indi- 
cated very  hopefully  that  the  other  two  factors  might  be  controlled 
by  cooperation  on  the  part  of  the  two  groups  engaged  in  the  other 
two  factors.  Now,  I  want  to  know  what  we  can  do  as  a  result  of 
your  suggestion  and  the  suggestions  of  the  other  \\itnesses  that  have 
appeared  before  the  committee,  what  we  might  do  in  the  way  of  mak- 
ing changes  in  the  proposed  draft  of  this  legislation  that  will  better 
insure,  insofar  as  it  is  humanly  possible,  what  that  particular  amend- 
ment should  be  in  the  existing  law  so  that  we  could  proceed  in  starting 
a  building  program. 

Mr.  Eccles.  The  amendments  as  proposed,  in  my  mind,  meet  the 
situation  about  as  fully  as  they  can  be  met  under  this  set-up.  I  am 
not  making  a  recommendation  with  reference  to  this  tax  matter. 
What  I  am  merely  doing  here  is  to  point  out  to  you  the  problem  and 
suggesting  that  it  sliould  be  given  by  this  committee  serious  consid- 
eration if  you  want  to  get  the  benefit  of  these  lower  financing  costs 
that  are  proposed  in  this  bill.  Tlie  3-percent  debenture  that  an  insti- 
tution gets  for  its  mortgage  is  a  mortgage  that  is  sold.  The  great 
bulk  of  these  mortgages  will  not  be  sold.  The  very  fact  that  they 
cannot  sell  them  to  a  mortgage  association  will,  in  itself,  encourage 
the  institutions  to  make  seasonals  out  of  surplus  funds,  holding  them 
without  any  thought  of  selling,  but  the  fact  that  there  is  no  market, 
that  there  is  no  place  that  they  can  sell  them,  will,  in  the  first  instance, 
tend  to  prevent  them  from  making  a  long-term  loan  of  tliis  sort. 
Therefore,  the  mechanism  is  twofold.  First,  to  encourage  the  insti- 
tution, because  there  is  some  marketability  for  the  notes  and  funds 
and  to  sell  those  securities  of  the  mortgage  association  and  issue 
debentures  and  go  to  the  capital  markets. 

In  other  words,  the  supplying  of  funds  where  they  are  in  excess  to 
those  particular  areas  and  the  communities  that  are  debtor  areas  that 
have  not  funds  sufficient  in  amount  within  the  area  to  take  care  of 
building  in  the  area,  but  the  3-percent  debenture  that  the  institution 
gets,  in  case  it  holds  the  mortgage,  of  course  it  cannot  sell  to  the 
RFC  Mortgage  Association  if  the  mortgage  is  in  default,  but  when 
they  have  foreclosed  this  mortgage,  they  should  get,  it  seems  to 
me,  the  20-year  or  longer  3-percent  debenture  should  be  comparable 
with  a  20-year  3-percent  security  of  another  type.  If  a  20-year  Gov- 
ernment bond  bearing  3  perceiit  is  selling  at  par,  then  a  20-year 
debenture  that  is  not  tax-free  would  be  selling  at  a  substantial  dis- 
count. That,  in  turn,  would  be  a  deterrent  to  a  financial  institution 
taking  an  insured  mortgage,  because  it  is  not  only  necessary  to  fore- 
close and  sustain  the  cost  of  foreclosing,  but  finally  if  you  sell  that 
3-percent  20-year  debenture,  it  sells  for  less  than  par. 


I  merely  bring  out  some  of  the  questions  that,  natura,lly,  are  goin^ 
to  be  raised  by  institutions  when  they  say,  ^'Why  should  we  partici- 
pate in  this  fund  when  we  can  go  out  into  the  market  and  buy,  without 
a  third  of  the  trouble  and  the  work,  and  so  forth?" 

Would  not  the  same  question  be  raised  by  the  material  men  and  tne 
labor  men,  "Why  should  we  take  loans?" 

Mr.  Eccles.  The  material  men  are  taking  losses  at  the  present 

time.  ,,.  -  . 

Mr.  McKeough.  They  are  not  selling  anything. 

Mr.  Eccles.  Well,  they  are  selling,  but  you  take  the  lumber  prices 
Lumber  at  the  mills  is  down  on  an  average  of  25  percent  m  the  last  Z 

or  3  months.  i     j-j   ^i.     i  u  a 

Mr.  McGranery.  Governor,  in  what  month  did  the  labor  ana 

material  costs  start  sliding  oft'?  a    .    w      ^  +i,;^u 

Mr  Eccles.  Well,  the  labor  costs  have  not  gone  off  at  all.     I  think 

the  actual  material  cost  has  gone  off  practically,  none,  but  so  far  as 

the  amount  billed  today  is  concerned,  I  think  it  is  quite  bad  trom  the 

point  of  origin  in  the  raw  product.  ,        ,      j       r^ 

Mr  McGranery.  I  understood  you  to  say  the  other  day,  Irovernor, 

that  both  material  and  labor  costs  had  sUd  off  somewhere  around 

^Sr^^EccLES.  I  do  not  think  so.  I  said  the  wholesale  prices  of 
materials  showed  a  recession,  just  a  very  slight  trend  down,  in  the 
last  2  or  3  months,  but  so  far  as  labor  is  concerned,  I  know  of  no 
recession.  In  fact,  we  had  an  increase  in  the  cost  of  building  mate- 
rials The  price  of  materials  in  the  early  summer  I  think  pretty  weU 
stopped  going  up  and  went  along  a  level  keel,  whereas  labor  costs 
continued  to  advance  up  until,  I  think,  about  July,  as  I  recall  the 
charts.  I  am  merely  giving  you  this  from  memory.  I  am  not  entirely 
ippiiTfi  te 

Mr  McGranery.  Governor,  one  of  our  country's  foremost  builders 
told  me  the  other  day  that  on  this  Government  Printing  Office  annex 
bids  were  submitted  last  July,  but  that  if  those  bids  were  readvertised 
today  the  annex  could  be  built  at  a  saying  of  $1,000,000  to  the  Govern- 
ment  over  the  bids  which  were  submitted  last  July. 

Mr.  Eccles.  I  think  that  possibly  may  be  true,  and  no  doubt  with 
the  present  recession  and  the  lack  of  business  there  would  be  con- 
siderable competition  for  the  business.  I  think  a  builder  today,  it 
he  went  out  to  build  15,  25,  or  200  houses,  could  build  them  con- 
siderably cheaper  than  he  could  have  done  it  60  days  ago,  and  that  he 
could  get  very  close  figuring  and  bidding  on  materials. 

Mr.  McGranery.  Then  what  would  be  the  effect  if  he  did  launch 
into  a  housing  program  here,  what  would  be  the  effect  on  the  price 

of  labor  and  material?  .   .     i.     •       xu  a  * 

Mr.  Eccles.  Of  course,  I  cannot  take  the  point  of  view  that  to 
stimulate  activity  in  this  bill  that  we  would  necessarily  have  to 
get  an  increase  in  the  price  of  labor  and  material.  If  such  is  the  case, 
then  the  assumption  is  that  we  should  continue  with  the  great  army 
of  unemployed  and  that  the  Government  should  take  care  of  them 
on  relief  rather  than  doing  something  to  get  private  industry  going. 
Now,  we  had  in  1925  over  900,000  housing  units.  This  year  we 
will  not  exceed  one-third  of  that,  and  should  not  exceed  one-third  of 
what  we  had  last  year.  If  we  are  going  to  permit  racketeering  and 
monopolistic  practices  in  labor  in  some  of  these  areas,  and  if  it  is 
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going  to  continue  to  promote  capitalistic  practices  of  some  of  these 
material  people,  and  if  a  small  group  is  going  to  put  up  continually 
the  cost  of  such  an  essential  tiling  as  housing  so  tnat  the  rest  of  the 
people  cannot  afford  to  buy  it,  then  I  do  not  know  that  there  is  any 
solution,  but  it  does  seem  to  me  that  after  all  the  Government  has 
got  to  be  a  government  of  all  of  the  people,  and  not  for  a  small  group 
that  will  resort  to  practices  that  tlirow  the  economy  out  of  balance. 

Mr.  Transue.  Governor,  what  suggestions  have  you  to  remedy 
that  situation?     That  is  what  we  want  here. 

Mr.  EccLEs.  So  far  as  the  situation  is  concerned,  let  us  get  this 
mechanism  and  then  let  us  see  what  can  be  done  by  way  of  coopera- 
tion, and  if  it  is  not  possible  to  remedy  some  of  these  situations  that 
Eut  people  out  of  employment,  and  that  cause  business  to  lose  its 
usiness,  then  it  may  be  that  some  other  method  will  have  to  be 
used  to  bring  down  those  costs  and  pull  down  the  costs  in  order  to 
build,  then  we  have  to  pay  the  costs  in  some  other  bill.  We  have 
either  to  choose  whether  we  are  going  to  put  down  costs  in  one  field 
in  relation  to  consumer-buyer  power,  or  are  we  going  to  put  up  the 
income  in  the  unorganized  groups,  so  that  they  are  not  put  at  a  dis- 
advantage compared  with  the  organized  groups. 

Mr.  McGranery.  Do  you  not  think  it  would  be  good  business  on 
the  part  of  the  Government  if  they  can  erect  this  Government  Printing 
Office  annex  at  a  saving  of  almost  a  million  dollars  over  the  prices  at 
July  1,  do  you  not  think  it  would  be  a  good  tiling  to  rebid  or  to  read- 
vertise  for  bids? 

Mr.  EccLEs.  After  all,  I  suppose  it  is  a  question  of  available 
funds 

Mr.  Hancock.  Your  idea,  and  the  idea  of  every  other  sponsor  of 
this  bill,  is  to,  just  as  far  as  possible,  make  it  attractive  for  private 
capital  to  invest  in  the  construction  business? 

Mr.  EccLEs.  That  is  right. 

Mr.  Hancock.  And  to  do  all  you  can  to  take  the  Government  out 
of  that  field  as  long  as  the  private  institutions  are  willing  to  cooperate 
on  a  fair  basis  with  the  borrower  and  the  Government? 

Mr.  EccLEs.  That  is  right. 

Mr.  Hancock.  Will  this  bill,  as  now  drafted,  do  that  or  not?  That's 
what  it  is  supposed  to  do,  and  what  I  am  anxious  to  know,  will  do. 

Mr.  EccLEs.  I  think  it  will  be  very  helpful  in  doing  it,  other  things 
being  favorable,  the  two  things  that  I  have  mentioned  here,  which,  as 
I  say,  I  have  given  some  consideration. 

Mr.  Crawford.  Governor  Eccles,  will  not  this  plan  and  the  mech- 
anism created  in  this  bill  bring  about  a  situation  where  the  process 
will  result  in  the  banks  using  their  excess  reserves  and  thereby  assist 
along  that  fine  also?  In  other  words,  it  will  bring  about  directly  and 
indirectly  through  the  sale  of  debentures  an  increase  of  private  bor- 
rowings from  the  commercial  banks?  It  means  that  in  substance, 
does  it  not? 

Mr.  EccLEs.  Any  mechanism  that  creates  or  brings  about  bank 
credit  creates  money.  Whether  the  Government  finances  it  through 
deficits  or  borro>\4ng,  the  more  money  they  take  care  of,  the  difference 
between  what  they  spend  and  collect,  creates  new  money  to  the  extent 
that  banks  buy  Government  securities,  and  to  the  extent  that  indi- 
viduals buy  them  and  put  them,  it  puts  into  velocity  that  money 


which  is  idle,  and  to  the  extent  that  individuals  later  buy  these  deben- 
tures it  puts  into  velocity  money  that  is  idle,  and  to  the  extent  that 
banks  take  them  it  creates  new  money.  .         ,      u     i 

Mr.  Crawford.  What  would  you  think  about  having  the  banks 
authorized  to  sell  discounted  certificates  of  deposit  along  the  same  plan 
on  which  the  Government  is  now  selling  savings  bonds,  making  them 
payable  in  3,  5,  7,  or  10  years,  and  then  letting  the  Federal  Deposit 
Insurance  Corporation  insure  those  certificates  up  to,  say,  $5,000,  as 
at  the  present  time,  so  that  the  banks  could,  in  turn,  take  the  money 
thus  secured  from  the  sale  of  those  discounted  certificates  and  use  that 
along  with  funds  raised  in  this  manner  to  finance  homes?  Has  there 
been  any  consideration  of  that?  i  •  i    •*  • 

Mr.  EccLEs.  I  think  that  would  be  bad,  and  I  do  not  think  it  is 
necessary.  I  think  that  the  building  and  loan  associations  are  the 
ones  to  issue  certificates.  The  banks  are  mstitutions  of  deposits, 
commercial  and  savings  deposits,  and  to  the  extent  that  they  have 
funds  they  loan,  and  to  the  extent  that  they  are  overloaned,  then  they 
should  borrow  money  from  the  community  by  issumg  some  form  of 
obligation  at  a  high  interest  rate  or  at  an  interest  rate  they  would 
have  to  pay  in  order  to  attract  the  funds.  They  are  able  to  do  it 
today  by  paying  2K  percent  on  the  savings  funds,  but  to  the  extent 
that'people  do  not  put  their  funds  in  the  bank  at  that  rate,  then  they 
should  be  permitted  to  pay  more  than  that.  However,  most  of  them 
do  not  pav  that.  Most  of  them  do  not  pay  more  than  l}^  percent, 
because  they  have  no  outlet  for  their  funds.  There  is  an  excess  of 
funds  today  available  for  lending,  and  so  far  as  this  particular  program 
is  concerned  there  is  no  derth  and  inadequacy  of  funds,  takmg  mto 
account  the  various  types  of  lending  institutions.  There  is  an  abund- 
ance of  funds  available. 

The  difficulty  that  arises  is  a  20-year  investment  program  at  a  5  per- 
cent rate  that  involves  considerable  expense.  If  it  were  a  5-year  com- 
mitment, there  would  be  no  question  of  getting  a  rate  considerably 
below  5  percent.  You  could  get  plenty  of  funds  at  4  K  or  even  4  per- 
cent, but  when  you  get  a  20-year  amortized  program,  and  there  is  pos- 
sibility of  getting  Sy2  percent  net  and  assuming  the  cost  of  foreclosure, 
it  does  not  make  it  very  attractive  unless  you  get  this  other  feature  m 

In  the  British  system,  as  I  understand  it,  the  lending  institutions, 
where  they  loan  on  a  long-term  basis,  they  adjust  the  rate  at  the  end  of 
a  10-year  period,  adjust  the  rate  depending  upon  whether  there  is  infla- 
tion or  deflation  from  the  time  the  loan  was  made.  I  do  not  know  that 
that  is  practicable  here.  I  doubt  it,  as  we  have  not  developed  a 
mechanism  for  handling  that.  j    i  i 

Mr.  Crawford.  Can  we  not  soundly  contend  that  one  of  the  real 
purposes  of  this  bill  is  monetary  reform  through  the  creation  of  this 
mechanism  that  you  have  referred  to?  _    .  . 

Mr.  EccLES.  It  is  a  reform  in  the  mortgage  market.  It  is  gettmg 
away,  as  I  said  a  while  ago,  from  the  type  of  financing  that  prevailed 
during  the  '20's,  that  resulted  in  the  building  collapse  and  the  whole 
real-estate  picture,  and  if  we  had  long-time  amortized  loans,  we  would 
not  have  had  anything  like  it.  1 1  • 

Mr.  McKeough.  And  there  was  another  factor,  worthless  securi- 
ties. 


120 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


121 


Mr.  EccLEs.  That  is  right,  and  here  you  have  an  agency  to  check 
the  proposals  in  addition  to  the  institutions 

Mr.  Transue.  The  success  of  this  program  depends  upon  whether 
or  not  private  lending  institutions  will  loan  on  the  90-percent  plan,  is 
that  not  right? 

Mr.  EccLEs.  That  is  a  very  important  part  of  it. 

Mr.  Transue.  What  assurance,  if  any,  have  we  that  they  will  make 
such  loans? 

Mr.  EccLEs.  If  the  mortgage  association  stands  ready  to  take  an 
insured  mortgage,  say,  at  4  or  4)^  percent,  that  in  itself  will  make  the 
success  of  this  possible,  and  the  absence  of  that,  I  think,  would  defeat 
it  completely.  There  would  be  nobody  interested  in  a  90-percent 
loan. 

Mr.  Crawford.  Governor,  I  think  your  statement  has  made  it 
very  clear  to  us  that  it  is  necessary  for  us  to  resort  to  these  indirect 
methods  of  monetary  control.  What  would  you  think  of  the  Federal 
Reserve  Board  being  given  power  to  absolutely  originate  and  force 
into  operation  new  money?     Even  control  the  flow  of  money? 

Mr.  EccLEs.  I  do  not  know  just  how  it  would  force  it  into  operation. 
The  way  to  get  money  into  operation  is  for  the  Government  to  spend 
more  than  they  collect.  If  you  spend  more  than  you  collect,  you 
create  that  budgetary  deficit  that  puts  money  into  operation.  The 
Federal  Reserve  System  can  carry  out  what  we  term  the  open  market 
operation,  which  is  buying  securities  in  the  market,  but  that  does  not 
put  money  into  circulation.  To  the  extent  that  we  buy  Government 
bonds  from  banks,  it  adds  to  their  reserve. 

Mr.  Crawford.  I  understand  that. 

Mr.  EccLEs.  They  sell  their  bonds  or  notes,  and  they  have  in  place 
oi  them  reserve  money  in  their  banks,  excess  reserves,  but  that  does 
not  create  any  new  deposits.  All  it  does  is  substitute  in  the  bank  idle 
money  for  its  present  ownersliip  of  securities.  They  all  have  an 
abundance  of  idle  money  in  that  form,  but  that  in  itself  is  of  no  par- 
ticular value  unless  you  have  people  willing  to  borrow,  because  it  is 
profitable  to  do  so,  and  also  unless  you  have  the  will  on  the  part  of 
the  institutions  to  loan,  which  they  certainly  have  while  they  have 
excess  funds,  and  if  good  credit  is  offered.  The  question  is  whether 
it  is  good  credit,  and  today  there  is  an  abundance  of  funds  available 
for  1%  percent  on  short-term  commercial  loans.  So  that  the  Reserve 
System  cannot  put  money  into  the  hands  of  the  person  out  of  employ- 
ment or  the  person  without  money.  That  can  only  go  in  through 
budgetary  deficits. 

Mr.  Crawford.  This  moves  in  a  direction  which  does  better  enable 
the  Board  to  control  the  flow  of  money  somewhat,  does  it  not? 

Mr.  EccLES.  No,  no.  This  adds  no  mechanism  whatever  to  the 
Board's  control. 

Mr.  Crawford.  I  should  not  say  the  Board's  control,  but  when 
the  banks  take  their  present  deposits  and  other  banks  take  their 
present  deposits  and  buy  these  debentures,  it  is  equivalent  directly 
or  indirectly  to  the  bank's  making  a  loan  to  borrowers? 

Mr.  EccLES.  That  is  right,  it  would  put  new  money  into  circulation. 

Mr.  Crawford.  That  puts  new  money  into  circulation? 

Mr.  EccLES.  Yes;  that  is  right. 

Mr.  Crawford.  At  the  same  time,  to  that  extent,  it  does  enable 
the  Board  in  the  manner  in  which  there  are  rules  and  regulations  of 


the  Banking  Act,  enables  the  Federal  Reserve  authority  to  somewhat 
control  the  flow  of  money  into  this  particular  undertaking? 

Mr.  EccLES.  Well,  any  member  bank,  or  even  nonmember  banks,  of 
the  system  can  make  these  insured  loans  or  can  buy  debentures.  If 
they  do  not  choose  to  make  loans,  they  can  buy  debentures. 

Mr.  Crawford.  If  the  banks  proceed,  then,  to  buy  these  debentures 
in  that  way,  does  it  not  at  the  same  time  put  into  operation  a  great 
amount  of  present  excess  reserves? 

Mr.  EccLES.  Well,  some  of  it. 

Mr.  Crawford.  It  would  result  in  that? 

Mr.  P:ccles.  That  is  right,  it  would  tend  to.  For  every  $500,000,- 
000  of  loans  that  were  made,  they  would  use  $100,000,000  of  the 
excess  reserve  out  of  $1,000,000,000. 

Mr.  Crawforep.  When  banks  have  Httle  occasion  to  seek  advances 
from  Reserve  banks,  isn't  it  true  that  the  discount  rate  and  open- 
market  operations   as   a  means  of  credit  operation  become  quite 

ineffective?  .     .     ^      .  .,         ,.     . 

Mr.  EccLES.  Well,  the  discount  rate  is  meftective  to  the  extent 
that  banks  do  not  have  to  borrow.  However,  with  the  huge  number 
of  banks  in  the  country  there  will  always  be  a  few.  You  cannot  have 
a  situation  where  with  thousands  of  banks  all  of  them  at  all  times 
might  have  excess  reserves  on  hand .  •  i      • 

Mr.  Crawford.  I  am  very  friendly  toward  this  mechamsm  as 
designed  here,  to  create  a  mechanism  which  will  induce  the  member 
banks  to  take  their  present  deposits  and  invest  in  the  debentures 
and  thereby  directly  or  indirectly  bring  that  excess  money,  which  is 
excess  reserves,  into  building  operations  thereby  tearing  down  the 
excess  reserve  mountain  which  is  now  before  us,  and  wnich,  after  all, 
prevents  the  discount  rate  and  the  open  market  operations  from  be- 
coming really  effective.  Is  that  not  one  of  the  things  that  this  bill 
does?    Can  we  say  that  and  be  correct  in  so  saying? 

Mr.  EccLES.  I  think  that  the  bill  has  very  Httle  to  offer  in  the  way 
of  relief  to  either  the  discount  rate  or  the  open  market  operations  of 
the  Reserve  Svstem. 

Mr.  Crawford.  JBut  if  the  excess  reserves  are  to  be  disposed  of, 

will  that  not 

Mr.  EccLES.  There  will  be  no  borrowings  to  dispose  of  the  present 
excess  reserves  in  their  community.  There  would  have  to  be  a  credit 
expansion  there,  that  is,  a  mechanism  of  $5,000,000,000  to  $7,000,- 
000,000,  and  that  would  assume  it  was  all  done  by  the  bankers. 
Now,  what  this  will  do  is,  it  will  put  into  circulation  possibly  trust 
funds  that  are  idle,  that  are  on  deposit  in  the  banks.  The  velocity 
of  funds  is  very  low  today.  It  would  put  it  into  insuiance  surpluses 
that  are  not  invested,  and  to  the  extent  that  commercial  banks  buy 
these  debentures  then  it  would  create  new  deposits  and  would  put 
into  circulation  those  funds.  It  would  create  new  money  only  to  the 
extent  that  was  done. 

Mr.  Williams.  I  have  one  more  question,  Mr.  Chairman. 

The  Chairman.  Mr.  Williams. 

Mr.  Williams.  I  would  like  to  ask  you.  Governor,  whether  or  not 
jou  think  it  is  a  good  policy  at  this  time  for  the  R.  F.  C.  through 
pubUc  funds  to  establish  mortgage  associations  to  make  loans? 

Mr.  EccLES.  Yes,  I  think  it  is  a  very  good  policy. 

Mr.  Williams.  Do  you  think  they  have  that  right  as  the  law  now 
stands,  Governor? 
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Mr.  EccLEs.  I  think  if  they  have  not  they  should  be  given  the 
right. 

Mr.  Williams.  There  is  not  a  word  in  this  act  about  it. 

Mr.  EccLEs.  I  understood  that  they  had  that  power.  If  there 
is  any  question  about  that,  I  think  that  should  be  cleared  up. 

The  Chairma(^.  Yes;  undoubtedly. 

Mr.  Williams.  Thank  you,  Governor. 

The  Chairman.  Are  there  any  further  questions? 

Mr.  Reilly.  Yes;  I  would  like  to  ask  the  Governor  some  questions. 

The  Chairman.  Mr.  Reilly. 

Mr.  Reilly.  Do  you  think.  Governor,  that  it  would  be  a  sound 
financial  program  for  the  R.  F.  C.  to  buy  90-percent  mortgages? 

Mr.  EccLEs.  I  think  the  mortgage  association  to  be  set  up  here 
with  $50,000,000  capital  to  buy  any  insured  mortgage  is  a  sound 
operation,  because,  in  the  first  instance,  if  they  have  an  opportunity 
to  buy  it  means  that  men  have  gone  to  work  building  houses,  and  it 
would  stimulate  business  activity.  In  other  words,  if  we  can  con- 
tribute $50,000,000  of  R.  F.  C.  funds  and  in  turn  can  create  building 
and  business  activity  with  the  loss  of  the  whole  $50,000,000  it  is  very- 
cheap  subsidy  as  compared  with  relief  appropriations.  I  am  not 
saying  it  is  a  subsidy,  but  I  am  merely  saying,  if  it  were,  it  would  be 
very  cheap.  ' 

Mr.  Reilly.  Under  this  bill,  judged  by  your  past  experience  ^\ith 
the  F.  H.  A.,  would  the  R.  F.  C.  have  to  buy  all  of  the  mortgages? 

Mr.  EccLES.  No.  The  R.  F.  C.  will  only  buy  a  small  part  of  the 
mortgages. 

Mr.  Reilly.  Is  it  not  a  fact  that  the  reason  why  the  F,  H.  A.  had 
to  go  to  the  R.  F.  C.  to  buy  its  mortgages  was  because  they  are  not 
attractive  to  the  public  as  80-percent  mortgages? 

Mr.  EccLES.  No,  sir;  that  is  not  correct,  because  the  R.  F.  C. 
bought,  about,  not  more  than,  around  5  percent  of  the  total  insured 
mortgages.  Therefore  there  must  be  some  attraction  to  other 
investors  besides  the  R.  F.  C. 

Mr.  McKeough.  Is  it  not  true  that  by  the  adjustments  you  sug- 
gest it  is  feasible  to  make  for  parity  between  the  present  tax-exempt 
securities,  and  that  it  would  encourage  even  further  participation 
on  the  part  of  investors? 

Mr.  EccLES.  That  is  right,  I  think  it  would. 

Mr.  McKeough.  And  further  reduce  the  liability  of  a  rescue  by 
the  R.  F.  C.  by  way  of  continuing  to  assist  in  the  creation  of  a  national 
mortgage  company? 

Mr.  EccLES.  Yes;  I  think  so. 

Mr.  Transue.  What  is  the  average  interest  paid  on  savings  de- 
posits throughout  the  countiy,  if  you  can  tell  me.  Governor? 

Mr.  EccLES.  Well,  it  varies.  It  is  from,  I  would  say,  1  percent 
to  2J^  percent. 

Mr.  Transue.  How  does  that  compare  with  the  interest  rate  paid 
by  the  banks  in  the  '20^s? 

Mr.  EccLEff.  In  the  '20's  it  ran  from  3  percent  to  4  percent. 

Mr.  Transue.  And  will  not  a  great  deal  of  the  money  that  goes 
into  these  mortgages,  if  they  are  purchased  by  the  banks,  be  money 
that  is  on  deposit  in  the  savings  banks? 

Mr.  EccLEs.  That  is  very  true.  Otherwise  the  savings  banks  or 
the  banks  would  not  invest  in  them.     They  are  prohibited  from 


investing  in  any  type  of  mortgage  except  up  to  50  or  60  percent  of 
their  short-term  funds,  or  an  amount  equal  to  the  capital  or  surplus 
whichever  is  greater.  . 

Mr.  Transue.  And  the  reduced  interest  rate  on  savings  would  be 
some  incentive  for  them  to  invest,  would  it  not? 

Mr.  EccLES.  They  have  available  today  for  investment  your  triple  A 
hich-grade  bonds  yielding  from  3K  to  4  percent  with  a  ready  market- 
ability. They  also  have  available,  of  course,  your  Government 
securities,  your  guaranteed  Government  securities,  your  home  loan 
bank  debentures,  your  farm  credit  debentures,  and  they  have  avail- 
able today  all  of  those  securities,  and  if  we  expect  them  to  be  interested 
in  making  these  loans,  then  we  have  got  to  compete  with  the  credit 
instruments  that  are  now  available  for  their  investment. 

Mr.  Transue.  The  credit  instruments  proposed  by  this  act  will  be 
as  good  security  as  any  of  those  things  you  have  mentioned? 

Mr.  Eccles.  I  think  it  will,  and  if  not,  they  will  not  be  interested 
in  investing.  However,  there  is  still  the  question  of  foreclosure,  and 
the  question  of  the  loss  they  may  take,  and  that  is  why  I  raise  the 
question  about  the  3  percent  debenture  they  get.  It  would  tend  to 
increase  their  interest  in  it  and  willingness  to  loan  if  they  were  put  on 
a  comparable  basis  with  other  tax-free  investments. 

Mr.  McKeough.  Governor,  would  you  be  good  enough  to  suggest 
in  a  memorandum  to  the  chairman  or  the  members  of  the  committee 
what  you  think  might  be  the  rate  that  would  equaUze  this  existing 
disparity,  and  thus  make  more  attractive  these  proposed  debentures? 

Mr.  Eccles.  I  will;  yes. 

The  Chairman.  Thank  you  very  much,  Governor.  We  will  meet 
tomorrow  morning  at  10:30. 

(Thereupon,  at  12:45  p.  m.,  the  committee  adjourned  until  to- 
morrow, Wednesday,  December  8,  1937,  at  10:30  a.  m.) 
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WEDNESDAY,  DECEMBER  8,  1937 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washingtorij  D.  C. 

The  cominittee  met  at  11  o'clock  a.  m.,  pursuant  to  adjournment, 
Hon.  Henry  B.  Steagall  (chairman)  presiding. 

Present:  Messrs.  Steagall,  Goldsborough,  ReiUy,  Hancock, 
Williams,  Spence,  Farley,  Meeks,  Ford  of  California,  Brown,  Patman, 
McKeough,  Transue,  McGranery,  Barry,  Wolcott,  Fish,  Gifford, 
Luce,  Crawford,  and  Gamble.  ,    •   • 

The  committee  had  under  consideration  H.  R.  8520,  the  adminis- 
tration housing  bill. 

The  Chairman.  Gentlemen,  the  committee  will  come  to  order. 
Mr.  Ferguson  wants  to  be  heard  about  2  minutes  in  order  to  make 
a  correction  of  his  statement  of  yesterday.  You  may  proceed,  Mr. 
Ferguson. 

STATEMENT    OF    ABNER    H.    FERGUSON,    GENERAL    COUNSEL, 
FEDERAL  HOUSING  ADMINISTRATION 

Mr.  Abner  H.  Ferguson.  Mr.  Chairman,  yesterday  in  answer  to 
a  question  by  Mr.  WiUiams  I  find  that  I  made  a  mistake  in  construing 
section  5  of  the  act,  on  page  3.  Mr.  WiUiams  asked  me  if  that  meant 
that  after  July  1,  1939,  we  could  insure  other  mortgages  covermg 
new  construction  or  mortgages  covering  property  constructed  after 
June  27,  1934,  and  my  recollection  is  that  I  answered  that  the  mort- 
gage had  to  comply  with  both  of  those  provisions.  That  is  not  the 
meaning  of  the  section,  and  I  think  Mr.  WiUiams  was  correct  in  his 
construction  that  if  tliis  provision  is  enacted,  after  July  1,  1939,  we 
would  be  entitled  to  insure  three  classes  of  mortgages. 

First.  Those  that  cover  property  which  is  approved  for  mortgage 
insurance  prior  to  the  completion  of  the  insurance,  that  is  under 
construction. 

Mr.  Williams.  Regardless  of  when  construction  is  begun? 

Mr.  Abner  H.  Ferguson.  If  we  approved  the  mortgage  before 
construction  was  commenced. 

Second.  Covering  property,  the  construction  of  which  is  com- 
menced after  June  27,  1934.  That  would  be  existing  construction  in 
connection  with  houses  which  were  constructed  after  that  date  and 
Would  leave  out  of  our  eligibiUty  requirements  or  our  power  to  insure 
mortgages  on  houses  which  were  constructed  prior  to  June  27,  1934, 
except  those  cases  in  which  there  is  aleady  an  insured  mortgage  on 
those  houses.     Houses  on  which  there  is  an  insured  mortgage  could 
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be  under  this  section  refinanced  with  a  new  insured  mortgage.  That 
situation  arises  from  this  fact  that  a  man  owns  a  house  which  is 
covered  by  an  insured  mortgage  and  sells  the  house  and  he  either 
wants  to  be  relieved  from  the  obligation  on  the  note  or  the  seller 
wants  to  put  a  new  mortgage  on  the  property  with  different  terms 
and  different  amortization  payments  and  they  release  the  old  insured 
mortgage  and  put  on  a  new  insured  mortgage.     We  would  be  able  Jlo 

insure  that. 

Those  are  the  three  classes  that  we  would  be  permitted  to  msure 

after  July  1,  1939. 

Mr.  Williams.  That  matter  is  not  clear  to  me  yet.  To  say  that 
is  your  intention  that  the  owner  of  those  mortgages  covering  property 
the  construction  of  wliich  was  commended  June  1 

Mr.  Abner  H.  Ferguson  (interposing).  You  mean  June  27,  1934? 

Mr.  Williams.  Yes;  and  the  construction  of  which  was  not  com- 
pleted before  the  mortgage.  In  other  words,  you  intend  to  cover  all 
construction  after  1934,  do  you  not? 

Mr.  Abner  H.  Ferguson.  That  is  about  right. 

Mr.  Williams.  But  you  do  not  propose  to  cover  anything  after 
1934  unless  the  mortgage  is  approved  before  the  construction  is 

completed? 

Mr.  Abner  H.  Ferguson.  Oh,  no;  that  is  not  the  intention  here. 

Mr.  Williams.  That  is  not  the  intention  here? 

Mr.  Abner  H.  Ferguson.  No.     The  intention  here  is  ta 

Mr.  Williams  (interposing).  Then,  it  seems  to  me,  you  should 
quaUfy  the  part  of  it  that  refers  to  June  27,  1934,  by  saying  the 
property  the  construction  of  which  was  begun  before  that  time  or 
after  that  time  and  completed  before  July  1,  1939,  if  that  is  what  you 

mean.  ..     i  i 

Mr.  Abner  H.  Ferguson.  You  mean  we  should  put  m  there  that 
the  construction  must  be  begun  after  June  27,  1934,  and  completed 
prior  to  July  1,  1939? 

Mr.  Williams.  Is  that  your  intention? 

Mr.  Abner  H.  Ferguson.  I  do  not  see  how  that  case  could  pos- 
sibly arise.  I  do  not  think  it  could  possibly  take  5  years  to  complete 
one  of  these  little  houses. 

Mr.  Williams.  Suppose  it  was  begun  on  June  1,  1939? 

Mr.  Abner  H.  Ferguson.  On  Jime  1,  1939? 

Mr.  Williams.  Yes. 

Mr.  Abner  H.  Ferguson.  It  would  be  insurable. 

Mr.  W^iLLiAMs.  But  not  until  completed? 

Mr.  Abner  H.  Ferguson.  That  is  right.  We  do  not  insure  any 
of  these  houses  until  completed,  although  we  give  a  commitment  to 

insure. 

Mr.  Williams.  The  commitment  is  made  during  construction? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Hancock.  Under  the  new  provision  commitment  must  be  made 
before  completion  of  construction? 

Mr.  Abner  H.  Ferguson.  After  July  1,  1939,  under  this  bill,  we 
can  insure  any  mortgage  which  we  approve  for  insurance  prior  to 
beginning  of  construction,  which  of  course  can  only  apply  to  houses 
constructed  after  the  enactment  of  the  act  and  those  for  which  we 
had  issued  a  commitment  based  upon  approval  prior  to  that  time, 
which  applies,  of  course,  to  new  construction  in  either  case. 


Mr.  Hancock.  May  I  ask  one  other  question  right  here.  Wliat 
is  your  concept  of  the  purposes  and  functions  of  the  national  mortgage 
associations  authorized  to  be  set  up  under  this  bill? 

Mr.  Abner  H.  Ferguson.  The  national  mortgage  association  that 
is  intended  to  be  set  up  under  this  bill  as  I  understand  it,  has  this 
function.  It  sets  up  the  machinery  under  which  the  financing  of 
these  projects  and  homes  under  this  bill  may  be  participated  in  by 
individuals,  trust  funds,  endowment  funds,  big  lending  institutions, 
and  other  lending  agencies  who  do  not  want  to  buy  the  mortgages. 

Mr.  Hancock.  In  other  words  it  would  be  for  all  practical  purposes 
ft  Government-owned  and  a  Government-directed  mortgage  discount 
bank,  would  it  not? 

Mr.  Abner  H.  Ferguson.  Pretty  nearly.  But  here  is  the  point. 
Of  course  what  we  want  to  do  is  to  siphon  the  money  from  the  sources 
that  now  have  the  money  to  invest,  who  are  not  w^illing  to  invest  in 
insured  mortgages  for  one  reason  or  another,  principally  because  they 
do  not  want  the  responsibiUty  for  servicing  but  are  willing  to  take  a 
low-yield  security.  We  want  to  siphon  those  funds  into  the  financing 
of  these  loans.  Now  the  way  we  do  that  is  to  set  up  this  national 
mortgage  association  with  $50,000,000  of  Government  money,  if 
you  please,  which  is  its  capital.  Now  that  amount  of  money  is  con- 
tributed or  is  put  into  the  project  by  the  Government,  but  that  is 
only  a  small  part,  or  about  5  percent  of  the  financing  that  can  be  made 
available  under  the  program. 

Mr.  Hancock.  You  mean  if  the  private  financing  institution  will 
invest  in  the  debentures  of  the  National  Mortgage  Association? 

Mr.  Abner  H.  Ferguson.  That  is  right,  because  for  every  dollar 
of  capital  the  mortgage  association  has  it  may  issue  $20  of  debentures 
which  will  permit  them  to  issue  a  maximum  of  a  billion  dollars  of 
debentures  with  the  further  restriction  that  they  cannot  at  any  time 
have  outstanding  debentures  in  excess  of  the  amount  of  their  mort- 
gages, Government  bonds,  and  their  cash,  so  they  are  always  backed 
by  these  securities. 

Mr.  Hancock.  It  gives  a  5-percent  margin? 

Mr.  Abner  H.  Ferguson.  Yes.  They  are  backed  by  the  insured 
mortgages,  the  investments,  and  the  capital. 

Mr.  Williams.  In  addition  to  what  you  said,  it  is  not  only  a  dis- 
count bank  or  agency  for  the  mortgages,  but  it  is  intended  under  the 
terms  of  this  bill  to  make  direct  loans  to  large  projects  under  section 
207. 

Mr.  Abner  H.  Ferguson.  That  is  right,  and  that  is  put  in,  as  I 
understand  it,  because  that  is  the  one  field  where  there  has  not  been 
available  financing. 

Mr.  Williams.  And  also  makes  those  advances  during  the  con- 
struction of  these  big  projects? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Williams.  Is  it  your  idea — you  spoke  of  $50,000,000  to  be  put 
into  the  mortgage  association  by  the  K.  F.  C. — that  there  will  be  only 
one  organization? 

Mr.  Abner  H.  Ferguson.  That  is  a  detail  that  I  do  not  think  has 
been  worked  out.  Wliether  it  would  be  one  with  $50,000,000  capital 
with  branches  over  the  country,  or  two  having  $25,000,000  capital  or 
five,  having  $10,000,000  capital,  that  has  not  been  worked  out  defi- 
nitely, but  I  think  the  plan  probably  contemplated  was  to  organize 
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one  big  mortgage  association  and  to  have  branch  lending  agencieg 
scattered  over  the  country. 

Mr.  Williams.  Of  course,  this  bill  provides  for  the  organization  of 
mortgage  associations,  does  it  not? 

Mr.  Abner  H.  Ferguson.  This  bill  does  and  the  original  bill  too. 

Mr.  Williams.  Of  course  it  is  not  the  intention  of  the  bill  to  confine 
it  to  one? 

Mr.  Abner  H.  Ferguson.  No. 

Mr.  Williams.  But  it  is  your  expectation  and  your  hope,  and  the 
expectation  and  hope  of  those  who  sponsor  the  legislation,  that  the 
Government  will  put  that  money  into  it? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams.  They  have  no  hope  of  getting  private  capital? 

Mr.  Abner  H.  Ferguson.  I  do  not  know.  The  fact  of  the  matter 
is  that  question  has  not  been  tried  out  because  of  objections  that  are 
made  to  the  present  law.  However,  by  these  amendments  in  the 
bill,  we  are  making  the  National  Mortgage  Association  a  much  more 
attractive  investment  than  it  was  before  these  amendments  went  in. 
In  other  words,  it  removes  a  great  many  obstacles  that  existed  under 

the  orifi^inal  act.  ,    ,  .  . 

Mr.  'Williams.  The  original  purpose  of  this  entire  program  was  to 
induce  private  capital  to  go  into  that  business? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Williams.  Is  this  not  entirely  opposed  to  that  philosophy.' 

Mr.  Abner  H.  Ferguson.  No;  I  do  not  think  so.  By  the  Govern- 
ment putting  up  $50,000,000  they  will  induce  private  capital  to  in\est 

a  billion.  .         . .  _ 

Mr.  Williams.  But  it  is  putting  $50,000,000  mto  this? 
Mr.  Abner  H.  Ferguson.  Yes,  sir.  * 

Mr.  Williams.  Not  only  as  a  discount  agency,  but  as  a  direct 

lending  agency?  ,    ,       .i  m 

Mr.  Abner  H.  Ferguson.  They  can  only  buy  these  small  loans. 
Mr.  Williams.  Private  capital  has  not   been  interested  in   this 

proposition  at  all?  ,         ,         .  i       j  i    ^ 

Mr.  Abner  H.  Ferguson.  Yes;  they  have  been  mterested  and  lost 

interest  when  they  found  the  difficulties.  ,     ,      . 

Mr.  Hancock.  To  that  extent  it  would  only  be  m  competition 

with  large  insurance  companies?    That's  as  far  as  it  should  go  in  my 

judgment .  ,    ,     .  •  ij 

Mr.  Abner  H.  Ferguson.  We  thmk  the  msurance  companies  would 

be  interested  in  buying  these  debentures.  ,,  ,     ,  .i 

Mr.  Hancock.  If  there  is  any  competition  it  would  be  between  the 

Government  and  these  large  insurance  companies  and  not  with  the 

strictly  home  and  thrift  institutions.     I  want  that  made  clear 

Mr."^  Abner  H.  Ferguson.  Yes;  that  is  practically  the  only  outlet. 
Mr.  Spence.  I  would  like  to  know  the  limitation  of  the  national 

mortgage  association.     Can  they  only  make  direct  loans  on  large 

projects?  .     . 

Mr.  Abner  H.  Ferguson.  That  is  nglit. 

Mr.  Spence.  Section  210  says  [reading]: 

In  addition  to  mortgages  insured  under  sections  203  and  207  the  Administrator 
is  authorized  to  insure  mortgages  as  defined  in  section  207. 


Does  that  have  any  effect  on  the  National  Mortgage  Association? 
Mr.  Abner  H.  Ferguson.  Oh,  no.     The  act  has  provided- 
Mr.  Spence  (interposing).  Could  the  National  Mortgage  Associa- 
tion make  a  loan  in  advance  on  a  $16,000  mortgage  as  provided  m 

section  210?  ^  ^  ^     n         . 

Mr.  Abner  H.  Ferguson.  It  says  that  may  buy  and  sell  mortgages. 

Mr.  Spence.  Section  210  seems  to  be  an  enlargement. 

Mr.  Abner  H.  Ferguson.  No;  in  order  not  to  repeat  the  definition 
of  a  mortgage  we  simply  state  'in  addition  to  mortgages  insured  under 
sections  203  and  207." 

Mr.  Spence.   \^ou  think  there  is  no  ambiguity  to  that  at  all? 

Mr.  Abner  H.  Ferguson.  I  think  not.  _ 

Mr.  Spence.  That  is  your  construction  and  the  administration  s, 
that  they  cannot  loan  on  those  smaller  projects? 

Mr.  Abner  H.  Ferguson.  That  is  right. 

Mr.  Williams.  What  is  the  meaning  of  this  provision  on  page  18 
about  the  purchase  of  stock  in  one  of  these  corporations  of  the  Na- 
tional Mortgage  Association  to  the  amount  of  $100? 

Mr.  Abner  H.  Fergson.  That  is  purely  a  question  of  control.  V\  e 
require  these  limited  dividend  corporations  that  are  provided  for  in 
section  207  to  operate  under  a  charter  which  is  in  accordance  with  re- 
quirements of  ours,  and  one  of  the  requirements  is  that  that  corpor- 
ation shall  provide  in  its  charter  for  a  special  stock  which  carries  no 
dividends,  but  which  has  the  right  under  the  charter  in  the  event  the 
corporation  defaults  under  the  mortgage  that  the  administrator  may, 
under  the  ownership  of  that  stock,  take  over  the  management  of  the 
company  until  the  default  is  cured.  In  other  words,  it  is  simply  an 
effort  to  prevent  these  large  projects  from  being  bled  during  a  time 
when  they  are  in  default,  as,  of  course,  one  of  these  large  projects  can 
deteriorate  very  fast  and  we  want  to  be  able  to  take  over  the  thing 
in  the  event  that  mortgagor  is  not  paying  the  amortization. 

The  theory  of  the  thing  is  exactly  the  same  as  is  provided  m  num- 
berless corporations  which  give  the  preferred  stock  the  right  in  the 
event  dividends  are  passed  on  preferred  stock  to  take  over  the  man- 
agement of  the  company  until  the  ownership  is  restored. 

Mr.  Williams.  You  thmk  ownership  of  $100  worth  of  stock  would 
give  you  that  right? 

Mr.  Abner  H.  Ferguson.  I  think  so  if  the  charter  says  so. 

Mr.  Williams.  That  is  something  new? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  The  organization  of  purely  private  corporations  go- 
ing into  the  business. 

Mr.  Abner  H.  Ferguson.  You  mean  the  corporation  under  sec- 
tion 207? 
Mr.  Williams.  Yes. 

Mr.  Abner  H.  Ferguson.  That  is  now  existing  law. 
Mr.  Williams.  Purely  a  private  corporation  without  any  limit  on 
the  dividends? 
Mr.  Abner  H.  Ferguson.  Oh,  yes;  that  is  in  the  present  act. 

Mr.  Williams.  Where? 

Mr.  Abner  H.  Ferguson.  Section  207. 

Mr.  Williams.  If  that  is  in  there,  that  is  news  to  me. 
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Mr.  Abner  H.  Ferguson.  Section  207  is  as  follows. 
The  Chairman.  \Vhat  page  are  you  reading? 
Mr.  Abner  H.  Ferguson.  Page  10.     Have  you  our  amendments? 
(Reading:] 

Sec.  207.  The  administrator  may  also  insure  first  mortgages,  other  than  mort- 
gages defined  in  section  201  (a)  of  this  title,  covering  property  held  by  Federal 
or  State  instrumentalities,  private  limited  dividend  corporations,  or  municipal 
corporate  instrumentalities  of  one  or  more  States,  formed  for  the  purpose  of 
providing  housing  for  persons  of  low  income  which  are  regulated  or  restricted  by 
law. 

Mr.  Williams.  That  is  all  that  is  applicable? 

Mr.  Abner  H.  Ferguson.  Except  that  they  must  be  regulated 
either  by  law,  as  the  State  housing  authorities  are,  or  by  the  admui- 
istrator  as  to  rents,  charges,  capital  structure,  rate  of  return,  and 
method  of  operation. 

Mr.  Williams.  I  am  saying  again  you  have  in  this  bill  all  that  is  in 
the  original  bill,  and  in  addition  this*  bill  provides  for  the  creation  of 
purely  private  corporations. 

Mr.  Abner  H.  Ferguson.  Well,  the  present  act — ;- 

Mr.  Williams  (interposing).  Except  as  applied  to  limited  dividend 
corporations. 

Mr.  Abner  H.  Ferguson.  They  are  limited  under  this  amendment. 

Mr.  Williams.  Where? 

Mr.  Abner  H.  Ferguson.  On   page    17,   beginning   with   section 

(b)- 

in  addition  to  mortgages  insured  under  section  203  the  administrator  is  authorized 
to  insure  mortgages  as  defined  in  this  section,  which  shall  include  advances  thereon 
during  construction,  which  shall  cover  property  held  by — 

(1)  Federal  or  State  instrumentalities,  municipal  corporate  instrumentalities  of 
one  or  more  States,  or  limited-dividend  corporations « 

Mr.  Williams  (interposing).  Right  there,  that  is  just  the  same  in 
substance  as  the  old  act? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  Title  II  adds  private  corporations,  or  section  2? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  Let  me  ask  you  this:  Wliy  did  you  add  subsection 
2  to  it?     Is  that  not  an  addition  to  it? 

Mr.  Abner  H.  Fergusoh.  Well,  it  is  simply  a  broadening  of  the 
thing  to  make  it  clear. 

Now  this  subsection  2,  ''private  corporations,  associations,  or  trusts 
formed  or  created  for  the  purposes  of  (a)  rehabilitating  slum  or  blighted 
areas." 

Mr.  Williams.  I  am  going  to  ask  you  again  if  that  is  something 
new? 

Mr.  Abner  H.  Ferguson.  No.     I  am  going  to  tell  you  why. 

Mr.  Williams.  You  have  not,  so  far. 

Mr.  Abner  H.  Ferguson  (reading): 

Private  corporations,  associations,  or  trusts  formed  or  created  for  the  purpose  of 
(a)  rehabilitating  slum  or  blighted  areas,  or  (b)  providing  housing  for  rent  or  sale, 
and  possessing  powers  necessary  therefor  and  incidental  thereto,  and  which  corpor- 
ation, association,  or  trust  until  the  termination  of  all  obligations  of  the  adminis- 
trator under  such  insurance,  are  regulated  or  restricted  by  the  administrator  as  to 
rents  or  sales,  charges,  capital  structure,  rate  of  return,  and  methods  of  operation 
to  such  extent  and  in  such  manner  as  to  protect  the  housing  fund  hereinafter 
created. 


Mr.  Williams.  Now,  that  is  not  in  the  original  act,  is  it?  * 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Williams.  That  is  part  of  it? 

Mr.  Abner  H.  Ferguson.  Certainly. 

Mr.  Williams.  Where? 

Mr.  Abn^rH.  Fergusqn  (reading): 

The  administrator  may  also  insure  first  mortgages,  other  than  mortgages  defined 
in  section  201  (a)  of  this  title,  covering  property  held  by  Federal  or  State  instru- 
mentalities, private  limited  dividend  corporations,  or  municipal  corporate  in- 
strumentalities of  one  or  more  States,  formed  for  the  purpose  of  providing  housing 
for  persons  of  low  income  which  are  regulated  or  restricted  by  law  or  by  the 
administrator  as  to  rents,  charges,  capital  structure,  rate  of  return,  or  methods 
of  operation. 

Mr.  Williams.  That  is  a  limited-dividend  corporation? 

Mr.  Abner  H.  Ferguson.  It  does  not  make  any  difference  whether 
you  call  it  a  'limited-dividend  corporation"  or  not.  This  is  a  limited- 
dividend  corporation  because  they  cannot  pay  out  anything  on  the 
investment  except  as  provided. 

Mr.  Williams.  You  provided  for  limited-dividend  corporations  m 

subsection  1,  did  you  not?  .     , ,. 

Mr.  Abner  H.  Ferguson.  Yes.  They  are  semipublic  organiza- 
tions, organized  under  these  State  housing  authorities.  They  are 
not  agencies  of  the  State  but  they  are  set  up  under  the  laws  of  the 
State  and  are  controlled  and  regulated  by  the  States.  In  order  to 
broaden  this  thing  and  get  out  of  that  semipublic  corporation  we 
wanted  to  get  private  money  into  these  things  so  we  put  the  private 
corporations  in  it,  but  regulate  them  in  exactly  the  same  way. 

Mr.  Williams.  That  is  what  I  have  been  saying  all  the  time. 
You  put  purely  private  corporations  in  here  regardless  of  whether 
they  are  limited  by  law  and  give  the  administrator  power  to  regulate 

them. 

Mr.  Abner  H.  Ferguson.  Practically  all  the  mortgages  we  have 
insured  under  section  207  are  private  corporations.  All  of  them. 
The  mere  fact  you  call  a  corporation  **a  limited-dividend  corporation" 
does  not  make'it  any  more  limited  than  if  you  do  not  call  it  such  and 
provide  it  shall  be  limited. 

Mr.  Williams.  In  no  case  it  is  limited  by  law? 

Mr.  Abner  F.  Ferguson.  No;  it  is  just  a  phrase— "a  limited- 
dividend  corporation."  Now  we  say  a  private  corporation  must  be 
a  limited-dividend  corporation  under  this  act  by  reason  of  the  regula- 
tions to  be  set  up. 

Mr.  Williams.  The  regulations? 

Mr.  Abner  H.  Ferguson.  I  mean  the  law. 

Mr.  Williams.  The  limitations  or  regulations  by  the  administrator, 
under  your  construction,  would  make  it  a  limited-dividend  corporation 

Mr.  Abner  H.  Ferguson.  Yes;  and  we  do  limit  the  dividends  they 
can  take  out  of  the  property  per  year  on  their  investment,  and  all 
other  earnings  over  and  above  the  dividends,  we  do  not  permit  them 
to  distribute,  but  it  goes  to  the  amortization  of  the  mortgage. 

The  Chairman.  Mr.  Farley  is  recognized. 

Mr.  Farley.  I  am  interested  in  the  statement  you  made  just  a  few 
moments  ago  that  private  capital  had  not  been  sufficiently  interested 
to  take  over  this  proposition. 

Mr.  Abner  H.  Ferguson.  I  was  referring  to  the  209  loans. 
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Mr.  J'arley.  Just  a  moment,  please.  Do  you  not  think  you  could 
liberalize  your  regulations  and  this  law  so  they  would  be  induced? 

I  am  very  much  interested  in  a  lot  of  questions  that  have  been  pro- 
pounded and  answered  here  in  these  hearings,  but  it  seems  that  some 
of  us,  at  least,  are  trying  to  make  it  awfully  hard  for  capital  to  come 
in.  We  are  just  raising  the  barrier  as  high  as  possible,  and  what  we 
need  to  do  is  to  make  it  easier  for  capital.  I  want  to  ask  you  some- 
thing about  the  regulations. 

You  know  of  the  Lincoln  Life  Insurance  Co.? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Farley.  One  of  your  best  buyers? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Farley.  What  about  this  matter  of  ''waste,"  how  about  that 
in  your  regulations?     What  is  that  all  about? 

Mr.  Abner  K.  Ferguson.  AVell,  Congressman,  that  is  an  interest- 
ing story.  When  we  first  prepared  these  regulations,  March  15,  1935, 
just  after  I  went  with  the  Administration,  we  provided  the  property 
should  be  in  good  condition  instead  of  saying  it  should  be  undamaged 
by  waste  and  one  of  the  big  insurance  companies  objected  to  that 
phrase  because  they  said  ''We  do  not  know  what  you  mean  by  that," 
and  I  said,  "What  would  you  suggest  we  do?"  They  told  us  to  use 
the  term  "waste"  because  everybody  in  the  mortgage  business  knew 
what  the  term  "waste". meant.  So,  I  communicated  with  a  number 
of  the  leading  title  lawyers  with  whom  we  had  conferred  before  the 
regulations  bad  been  adopted  and  asked  them  what  they  thought  of 
changing  it  to  "waste."  They  said  they  thought  it  was  a  good  change, 
so  we  changed  it  to  '^undamaged  by  waste."  Then  a  short  time  after 
that,  one  of  the  other  big  life  insurance  companies  in  the  country 
came  in  and  said,  "Why  have  you  got  'waste'  in  here?"  I  told  them 
because  the  other  Ufe  insurance  companies  thought  it  was  the  better 
t«rm.  These  title  lawyers  also  thought  it  was  the  better  term,  and 
they  said,  "We  do  not  know  how  we  can  put  you  in  the  middle  between 
us,  but  will  you  write  us  a  letter  giving  your  definition  of  'waste?'  " 

And  we  did  that.  W^e  wrote  them  a  letter  giving  them  a  definition 
of  the  term  "undamaged  by  waste" — not  only  wrote  them  a  letter, 
but  sent  out  a  bulletin  to  every  single  one  of  our  mortgagees  constru- 
ing the  term  "undamaged  by  waste,"  and  while  I  do  not  recall  the 
exact  language  it  meant  in  good  condition,  allowing  for  wear  and 
tear  and  depreciation. 

Mr.  Farley.  Do  you  tliink  under  your  authority  in  the  present 
act  there  is  a  chance  to  set  up  money  in  a  fund  to  take  care  of  certain 
things  that  are  charged  to  a  man  buying  a  mortgage?  I  have  this 
in  mind.  Sometimes  when  a  man  loses  his  home  by  foreclosure  he 
gets  very  angry  and  in  this  particular  case  he  took  a  crowbar  and 
knocked  out  one  side  of  the  house.  [Laughter.]  Did  you  not  think 
if  the  Government  steps  in  there  would  be  less  of  tlus? 

Mr.  Abner  H.  Ferguson.  I  think  there  would  be  a  great  deal 
more.  In  the  first  place  that  is  a  risk  that  mortgage  lenders  have 
always  taken  in  uninsured  loans  and  therefore  under  this  act  we  are 
only  insuring  them  against  a  loss  of  their  principal,  and  therefore  they 
should  assume  the  same  responsibility  as  others,  and  the  mortgage 
gives  them  the  right  to  go  in  and  make  repairs  as  it  did  in  the  case 
of  an  uninsured  mortgage. 

In  other  words,  Congressman,  what  it  means  is,  if  we  took  that 
phrase  out,  that  we  would  have  to  take  over  every  piece  of  property 


that  was  offered  to  us,  just  as  is,  in  any  kind  of  condition,  without 
radiators,  without  chandeUers,  without  anything  in  it,  and  those 
repairs  would  have  to  be  paid  out  of  the  funds  of  that  group  and 
charged  to  all  other  mortgages  in  that  group  account. 

Now  I  want  to  say  this,  that  I  do  not  think  there  has  been  a  sub- 
stantial complaint  made  of  that  phrase  except  by  the  Lmcoln  Lite 

Insurance  Co.  xx      i.-  rpi    + 

■Mr  Farley.  You  do  have  to  make  your  loans  attractive  inat 
Tthe  thing  you  have  to  do.  I  just  wonder  if  you  need  a  httle  more 
authority  to  make  them  more  attractive.  I  do  not  think  they  are 
and  the'fact  the  RFC  Mortgage  Co.  has  absorbed  about  17  percent 
of  these  mortgages  indicates  the  public  are  not  enthusiastic,  and  I  as 
one  member  of  this  committee,  am  open  to  the  most  liberal  proposition 

vou  can  possibly  write.  ^  r  xu 

Mr  Ford.  May  I  ask  a  question  there,  What  percentage  of  the 
17  percent  has  the  RFC  sold  back  to  the  insurance  companies? 

Mr  Abner  H.  Ferguson.  The  RFC  has  purchased  only  5  percent 
of  all  FHA  insured  mortgages.  I  do  not  know  the  exact  amount 
they  have  sold.  I  know  they  did  sell  over  $2,000,000  of  mortgages 
to  the  treasurer  of  the  State  of  New  York  and  as  of  September  30 
they  had  sold  17  percent  of  the  mortgages  they  had  purchased. 

Mr.  Ford.  And  they  sold  to  several  insurance  compames  too.^ 

Mr.  Abner  H.  Ferguson.  I  think  so. 

Mr.  Ford.  Is  it  not  a  fact  that  some  of  the  insurance  companies 
that  originally  refused  to  make  a  loan  later  bought  that  same  loan  at 

a  discount?  .   ,  ^        ^  i.    ^^  ^i       i        i  i. 

Mr.  Abner  H.  Ferguson.  I  think  as  a  matter  of  fact  they  bought 

them  at  a  premium.  . 

Mr  Farley.  Just  one  more  question.  Is  there  any  opportunity 
m  this  legislation  to  make  a  uniform  foreclosure  price,  or  is  that  entirely 
out  of  the  realm  of  this  committee?  .       r    ^ 

Mr  Abner  H.  Ferguson.  It  is  one  of  the  most  deterring  factors 
in  this  whole  program.  In  my  judgment  the  outrageous  foreclosure 
laws  in  a  number  of  the  States  in  the  Union  will  hold  back  any  program 
that  is  devised  anyway,  because  it  just  costs  too  much  money  to  fore- 
close mortgages  in  many  States.  We  also  have  somewhat  of  a  deter- 
rent in  connection  with  the  redemption  period. 

Mr.  Farley.  You  covered  that  the  other  day,  but  is  there  any 
suggestion  we  could  write  into  this  that  would  lead  to  that,  or  is  that 
strictly  in  the  hands  of  the  State  legislators? 

Mr.*  Abner  H.  Ferguson.  I  think  the  only  way  we  could  do  it 
here  is  to  absorb  it  ourselves  which  would  be  a  subsidy,  and  1  think 
it  ought  to  be  handled  through  the  State  legislatures. 

Mr.  Spence.  Do  you  think  it  is  sound  public  policy  to  make  a 
loan  to  a  man  who  has  only  a  10  percent  equity  in  his  home? 

Mr.  Abner  H.  Ferguson.  I  think  it  is  a  sound  loan. 

Mr.  Spence.  These  loans  are  going  to  be  made  under  high  pressure 
salesmen.  They  are  going  around  and  you  Imow  it  is  pretty  easy  to 
persuade  a  man  to  overreach  himself?  . 

Mr.  Abner  H.  Ferguson.  They  have  been  doing  it  for  years. 
I  venture  the  assertion  that  in  the  District  of  Columbia,  and  that  is 
the  only  place  I  have  any  knowledge  of,  that  possibly  80  percent  of 
the  houses  in  this  town  are  sold  on  less  than  a  10  percent  down  pay- 
ment. 
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Mr.  Spence.  How  many  of  these  mortgages  go  up  to  80  percent? 

Mr.  Abner  H.  Ferguson.  I  think  it  was  said  the  other  day  our 
average  on  new  homes  is  less  than  76  percent. 

Mr.  Spence.  What  percentage  of  all  go  to  80  percent? 

Mr.  Abner  H.  Ferguson.  I  do  not  know.  Perhaps  Dr.  Fisher 
could  tell  us,  but  I  do  not  have  the  figures. 

Mr.  Spence.  The  reaction  is  very  bad  when  a  man  makes  a  loan 
and  cannot  carry  it  and  a  good  manv  of  those  people  feel  they  ought 
never  have  gone  into  the  H.  O.  L.  C.  because  they  cannot  carry  the 
loan  along. 

Mr.  Abner  H.  Ferguson.  Let  me  amplify  what  I  just  said.  Now, 
and  for  years,  houses  have  been  sold  on  a  10-percent  down  payment. 
True,  you  had  the  first  mortgage  of  60  percent,  but  you  had  your  old 
friend,  the  second  mortgage,  but  these  mortgages  that  we  are  insuring 
under  this  proposal  are  confined  to  mortgages  approved  by  us  for 
insurance  before  the  building  is  started.     What  does  that  mean? 

That  means  we  examine  the  credit  risk  and  character  of  the  bor- 
rower, we  look  over  the  plans  for  those  buildings,  we  determine  whether 
they  are  soundly  planiied,  we  know  where  they  are  located,  and  we 
inspect  those  properties  during  construction  three  times  in  order  to  see 
that  they  are  built  in  accordance  with  the  plans  and  specifications. 

Mr.  Spence.  Are  you  going  to  see  that  the  purchaser  gets  value 
received  for  the  money  in  the  form  oi  materials  put  in  construction? 

Mr.  Abner  H.  Ferguson.  That  is  what  the  inspection  is  for,  and  he 
cannot  get  the  mortgage  under  the  express  terms  of  this  act  as  it 
stands  now  unless  we  find  on  examination  that  his  income  justifies 
him  in  paying  this  monthly  payment. 

Mr.  Spence.  You  make  an  appraisement  and  the  lending  institu- 
tion makes  an  appraisal? 

Mr.  Abner  H.  Ferguson.  Some  do  and  some  take  ours. 

Mr.  Spence.  Do  you  usually  agree  on  those  appraisals? 

Mr.  Abner  H.  Ferguson.  I  only  know  of  one  instance.  I  was 
talking  to  the  mortgage  man  at  the  Riggs  National  Bank  and  he  said 
as  a  matter  of  curiosity  he  had  compared  their  appraisals  with  ours 
on  50  mortgages,  just  picked  them  up  here  and  there  in  the  portfolio, 
and  the  net  difference  in  the  whole  50  was  less  than  5  percent  on 
appraisals. 

Mr.  Spence.  As  a  rule  these  90-percent  mortgages  will  not  come 
to  you  voluntarily  but  \\ill  be  solicited.  The  lending  institutions  will 
have  employees  that  will  solicit  this  character  of  business. 

Mr.  Abner  H.  Ferguson.  Yes;  all  business  is  solicited. 

Mr.  Spence.  And  the  constructors  and  promoters  will  be  interested? 

Mr.  Abner  H.  Ferguson.  Yes;  but  I  say  this,  those  90-percent 
mortgages  with  the  long-term  payments  are  sounder  than  the  present 
90-percent  mortgages. 

Mr.  Spence.  I  am  thinking  of  the  borrower,  because  if  he  cannot 
carry  on  he  will  lose  everything. 

Mr.  Abner  H.  Ferguson.  Nevertheless,  I  still  think  they  are 
sound.  When  a  man  buys  one  of  these  houses  and  it  costs  him  less  to 
pay  the  payments  on  that  house  than  he  is  currently  paying  for  rent, 
and  he  has  a  steady  job,  I  think  he  is  in  position  to  buy  a  house. 

Mr.  Spence.  Have  you  any  facts  with  reference  to  the  90-percent 
mortgage  under  the  old  system;  that  is,  where  the  borrower  had  bor- 
rowed under  first  and  second  mortgages  90  percent  on  the  property? 

Mr.  Abner  H.  Ferguson.  Yes. 


Mr.  Spence.  Have  you  any  figures? 
Mr.  Abner  H.  Ferguson.  As  to  the  casualties? 
Mr.  Spence.  As  to  the  percentage.  ,  .     ,         i 

Mr.  Abner  H.  Ferguson.  I  do  not  think  the  casualties  have  been 
any  higher  than  a  lower-rate  mortgage. 
Mr.  Spence.  The  gentleman  over  there  is  going  to  give  us  some 

HfiTures 

The  Chairman.  Are  you  through  with  Mr.  Ferguson? 

Mr.  Patman.  Just  one  question.  •  ,  t,* 

Mr.  Chairman.  Wliat  I  was  thinking  was  we  might  finish  with  Mr. 

Ferguson  first. 

Mr.  Spence.  Let  this  gentleman  give  us  the  figures. 

Mr.  Fisher  (Director  of  Economics  and  Statistics,  Federal  Housing 
Administration).  The  distribution  is  as  follows:  47  percent  of  our 
niortgages  are  for  between  76  and  80  percent  of  the  appraised  value; 
17.6  are  between  71  and  75  percent;  11.9  between  66  and  70  percent; 
7.8  between  61  and  65  percent;  and  the  balance,  under  60  percent, 

are  about  8  percent. 

Mr.  Spence.  What  are  the  percentage  of  foreclosures? 

Mr.  Fisher.  Fifty-seven  cases  foreclosed  with  debentures  issued  or 
authorized  in  about  200,000  mortgages  insured. 

Mr.  Spence.  You  have  not  been  in  business  long  enough  to  have  a 

complete  record?  -    ^      . 

Mr.  Fisher.  We  have  a  complete  record,  but  not  typical  yet. 
The  Chairman.  All  right.  . 

Mr.  Reilly.  Is  it  not  possible  to  limit  the  foreclosure  fees  in  the 

mortgage  contract? 

Mr.  Abner  H.  Ferguson.  That  is  a  big  question. 

Mr.  Reilly.  Up  in  the  State  of  Wisconsin  where  the  mortgagor 
has  inserted  in  the  mortgage  the  solicitor's  fee  shall  not  exceed  so 
much,  the  courts  recognize  that  agreement  and  sustain  it. 

Mr.  Abner  H.  Ferguson.  Yes;  but  in  some  States  it  has  been  con- 
strued that  the  foreclosure  has  to  follow  the  machinery  devised  by 
statute  for  such  process,  otherwise  it  is  not  possible  to  pass  the  title. 

Mr.  Reilly.  Why  cannot  you  people  devise  something? 

Mr.  Abner  H.  Ferguson.  We  are  right  now  making  a  very  careful 
study  of  that.  I  understand  that  Mr.  Horace  Russell,  of  the  Home 
Owners  Loan  Corporation,  devised  a  power  of  sale  mortgage  in  order 
to  avoid  the  high  foreclosure  cost  and  some  title  company  raised  the 
question  whether  title  could  be  passed  if  the  foreclosure  was  not 
carried  on  in  accordance  with  the  statute. 

Mr.  Reilly.  Carried  on  in  accordance  with  the  agreement,  though? 

Mr.  Abner  H.  Ferguson.  But  they  are  takmg  the  position  the 
statute  sets  up  the  machinery  for  foreclosure  and  the  only  way  good 
title  can  be  passed  is  by  following  the  statute. 

The  Chairman.  Mr.  Luce  is  recognized. 

Mr.  Luce.  You  gave  us  one  reason  that  the  national  mortgage 
association  did  not  function,  and  that  was  because,  in  the  matter  of  big 
building,  private  capital  was  not  available.  Now  if  private  capital 
was  not  available  the  inference  is  that  prudent  and  experienced  men  of 
affairs  had   concluded   that  investments  in  hotels   and   apartment 

houses  were  unsafe. 
Mr.  Abner  H.  Ferguson.  Of  course  we  do  not  insure  hotels. 
Mr.  Luce.  Are  they  not  classed  as  large  buildings? 
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Mr.  Abner  H.  Ferguson.  We  only  insure  large  housing  buildings. 

Mr.  Luce.  Well,  even  confining  this  to  apartment  houses.  In 
my  own  neighborhood  four  State  banks,  what  we  call  trust  com- 
panies, went  on  the  rocks  by  reason  of  financing  apartment  houses, 
and  in  the  17  years  since  I  have  been  here  I  have  watched  Wash- 
ington apartment  houses  go  downhill  and  many,  many  persons  in 
Washington  have  suffered  by  reason  of  their  investment  in  securities 
of  apartment  houses.  Do  you  think,  sir,  it  is  a  justifiable  thing 
for  us  to  invest  public  funds  in  the  most  dangerous  type  of  investment 
that  I  know  of? 

Mr.  Abner  H.  Ferguson.  I  do  not  think  it  is  the  most  dangerous 
type  of  investment  if  it  is  soundly  financed  to  start  with.  The 
difficulty  with  apartment  houses  in  Wasliington  that  got  into  trouble 
was  that  they  were  overloaded  with  financing  costs  and  bled  for 
the  first  5  years.  They  bled  the  apartment  houses  during  the  best 
period,  and  when  they  became  less  desirable  because  of  newer  apart- 
ments and  the  rents  were  consequently  reduced,  there  was  nothing 
left  to  take  care  of  the  investor. 

^Ir.  Luce.  That  aided  the  downfall  of  this  investment,  but  it 
does  not  meet  the  fact  that  apartment  houses  deteriorate  in  public 
favor  rapidly  with  the  erection  of  new  apartment  houses  T\ith  better 
facilities  of  one  type  or  another,  quicldy  making  the  old  apartment 
house  undesirable. 

Mr.  Abner  H.  Ferguson.  The  rent  frequently  has  to  be  reduced. 

Mr.  Luce.  Yes. 

Mr.  Abner  H.  Ferguson.  But  we  require  them  to  set  up  reserves 
to  take  care  of  such  things  as  that.  We  limit  the  amount  of  money 
they  can  take  out  of  earnings  and  require  them  to  pay  any  surplus 
over  dividends  earned  on  the  further  reduction  of  the  inortgage. 
The  amount  charged  for  rent  is  upon  a  schedule  which  is  agreed  on 
at  the  time  we  insure  the  loan  so  our  experience  with  four  or  five 
projects  built  here  in  Washington  shows  them  100  percent  occupied. 
They  are  100  percent  occupied  because  the  rent  was  just  below  the 
scale  of  other  apartment  houses  since  they  were  built  without  these 
enormous  costs  which  were  inherent  in  the  old  apartment-house 
cost.     There  is  a  waiting  fist  on  all  of  them. 

Mr.  Luce.  That  does  not  meet  the  fact  that  apartment  houses 
deteriorate  rapidly. 

Mr.  Abner  H.  Ferguson.  We  require  them  to  set  up  reserves  for 
repairs. 

Mr.  Luce.  You  do  not  meet  my  point,  and  that  is  that  changes  in 
the  taste  of  the  public  are  rapid;  and  so  I  come  back  to  the  original 
question:  Why  should  we  go  into  the  field  of  public  investment  which 
is  judged  universally  throughout  the  country  to  be  a  dangerous  field? 

Mr.  Abner  H.  Ferguson.  I  do  not  think  these  apartment  houses 
that  are  insured  are  dangerous. 

Mr.  Luce.  But  the  public  at  large  and  the  financial  world  thinks 
otherwise.  How  are  we  to  lend  money  for  big  construction  when  the 
private  investor  will  not  do  it? 

Mr.  Abner  H.  Ferguson.  One  tiling  about  these  things,  these  are 
all  moderately  low  rental  apartment  houses.  They  rent  from  $12  to 
$14  a  room,  the  ones  built  in  Washington,  and  the  New  York  Life 
Insurance  Co.  took  five  or  six,  the  Prudential,  the  Union  Central  of 
Cincinnati,  but  we  have  just  not  been  able  to  get  others  interested  in 
them. 


Mr.  Luce.  I  happen  to  be  a  director  in  a  small  mutual  company 
out  of  which  I  make  no  money,  and  if  we  ever  loan  any  more  mone^ 
on  apartment  houses  the  situation  will  have  to  be  very  much  changed. 

Mr.  Abner  H.  Ferguson.  Of  course,  we  have  not  had  much  experi- 
ence in  apartment  houses  so  far,  but  there  is  not  a  single  one  in  default 
at  all  and  most  of  them  are  somewhat  ahead  in  amortization  payments. 

Mr.  Luce.  Your  views  do  not  meet  the  views  of  those  engaged  in 
this  business. 

Mr.  Abner  H.  Ferguson.  I  think  they  do.  We  have  taken  rep- 
resentatives of  these  lending  institutions  through  one  or  two  apart- 
ments in  Washington  and  they  were  very  much  interested  in  them. 
I  do  not  think  a  low-priced  apartment  house  would  deteriorate  as 
rapidlv  as  one  that  rents  for  $30  or  $40  a  room. 

Mr.' Luce.  Well,  I  point  out  the  fact  your  judgment  is  different. 

Mr.  Crawford.  Would  there  be  any  objection  to  the  law  being 
amended  so  when  application  for  tihe  loan  is  approved  title  to  the 
property  could  be  approved  also? 

Mr.  Abner  H.  Ferguson.  You  mean  in  the  small  house? 

Mr.  Crawford.  The  small  house. 

Mr.  Abner  H.  Ferguson.  I  think,  Mr.  Crawford,  that  would  make 
the  thing  extremely  expensive  to  operate.  We  did  set  up  in  our  regu- 
lations very  definite  .title  requirements  and  how  the  title  shall  be 
vested.  Now  that  was  put  into  those  regulations  after  5  days  of 
conference  with  the  officials  of  the  American  Title  Association.  Now 
the  lending  institutions  know  exactly  what  kind  of  title  we  want  and 
know  exactly  how  that  title  shall  be  vested. 

Now,  the  point  was  made,  and  I  think  well  made:  "How  do  we 
know  the  Administrator  in  office  20  years  from  now  when  we  fore- 
close this  mort2:age  will  not  say  to  us,  'That  is  all  right;  McDonald 
was  satisfied  with  it,  but  I  am  not\''? 

Mr.  Crawford.  That  is  my  question. 

Mr.  Abner  H.  Ferguson.  We  are  amending  the  act  by  this  bill  to 
state  that  the  title  shall  meet  the  requirements  then  in  force. 

Mr.  Crawford.  On  page  16,  section  207  of  your  bill,  do  you  think 
that  is  broad  enough,  that  subsection  B,  paragraph  1,  do  you  think 
that  is  broad  enough  to  insure  college  and  university  dormitories. 

Mr.  Abnee  H.  Ferguson.  Offhand  I  would  say  so.  I  would  Uke  to 
study  it,  however. 

Mr.  Crawford.  If  the  committee  decided  to  make  it  available  for 
college  dormitories? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Crawford.  Referring  to  this  difficulty  you  are  up  against  by 
reason  of  high  foreclosure  cost  in  different  States  would  it  be  at  all 
practicable  for  you  to  increase  premimn  rates  just  as  the  underwriter 
or  large  insurance  companies  increase  their  rates  to  take  care  of  the 
hazard  to  be  covered? 

Mr.  Abner  H.  Ferguson.  Congressman,  I  think  that  is  a  little 
more  fundamental.  This  is  an  insurance  program  and  all  insurance, 
as  we  know,  is  written  for  less  than  100  percent  of  potential  loss.  In 
other  words,  the  insured  must  take  a  part  of  the  risk.  Now  if  we 
Were  to  permit  the  lending  institution,  and  I  do  not  say  this  in  criticism 
of  lending  institutions,  but  if  we  were  to  permit  the  lending  institu- 
tions to  foreclose  these  properties  turning  them  over  to  us  in  exchange 
of  debentures  covering  what  they  cover  now,  and  in  addition  forer- 
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closure  costs,  the  financial  institutions  would  be  practically  100 
percent  insured  and  they  would  have  no  incentive  to  select  sound  loans 
to  start  with  because  they  would  take  no  risk.  They  would  have  no 
incentive  to  see  that  monthly  payments  are  kept  up  because  there 
would  be  no  risk.     I  think  that  would  be  rather  unsound. 

Mr.  Crawford.  On  page  19  of  the  bill,  Unes  8  to  12  inclusive,  do 
you  think  under  this  type  of  provision  that  that  privilege  granted  to 
the  Administrator  is  absolutely  sound? 

Mr,  Abner  H.  Ferguson.  Yes;  1  think  that  is  sound.  I  think  that 
is  a  good  provision.  That  provision  is  the  one  which  gives  the  Ad- 
ministrator the  authority  to  consent  to  the  release  of  a  part  of  the 
property.  That  is  intended  to  cover  the  construction  of  a  group  of 
houses,  or  50  houses  and  then  permit  them  to  be  sold  off  individually. 
We  release  each  house  from  the  mortgage  and  apply  the  amount 
involved  to  proceeds  on  the  mortgage.  That  is  universally  done  in 
blanket  mortgages. 

Mr.  McKeough.  Mr.  Ferguson,  I  would  like  to  go  back  to  that 
discussion  held  between  you  and  Mr.  Luce  of  Massachusetts  that 
developed  the  question  in  his  mind  as  to  the  unettractiveness  of  these 
insured  mortgages  for  lending  institutions.  1  think  the  record  ought 
to  be  somewhat  amplified  in  connection  with  that  discussion.  It  is 
my  recollection  when  Mr.  McDonald  was  testifying  that  you  had 
already  made  some  250,000  commitments  in  the  way  of  either  actual 
insurance  or  commitments  themselves,  and  that  only  57  of  them 
have  gone  into  default? 

Mr.  McDonald.  Yes;  only  57  properties  have  been  turned  over 
to  us  with  debentures  issued  or  authorized. 

Mr.  McKeough.  Included  in  that  total  number  what  loans  were 
advanced  by  the  Union  Central  Life  Insurance  Co.,  Cincinnati,  the 
Prudential,  and  the  New  York  Life?  Have  you  had  such  mortgages 
taken  over  by  those  insurance  compauies? 

Mr.  McDonald.  No;  J  do  not  think  we  are  talking  about  the 
same  thing.  The  250,000  commitments  are  on  small  individual  homes 
and  of  these  only  57  have  been  turned  over  to  us.  The  large  loans 
made  by  the  insurance  companies  were  on  the  large-scale  rental 
projects. 

Mr.  McKeough.  They  made  the  loans  on  your  appraisals? 

Mr.  McDonald.  Yes.     There  have  been  no  defaults  in  those  at  all. 

Mr.  McKeough.  The  collapse  of  the  real-estate  market  during  the 
depression  due  to  the  conditions  prevalent  in  the  boom  which  ended 
about  1927,  which  were  brought  about  primarily  by  greed  and  the 
desire  of  the  underwriting  syndicates,  made  up  in  the  main  by  banks 
who  made  appraisals  at  exorbitant  and  outrageous  heights  so  that 
they  might  sell  to  the  unsuspecting  patrons  of  their  banks  the  so-called 
real-estate  bonds  bearing  6,  Qji  and  6^  percent  interest. 

Mr.  McDonald.  No  question  about  it. 

Mr.  McKeough.  And  that  is  the  answer. 

Mr.  McDonald.  Yes,  sir. 

Mr.  McKeough.  So  we  should  not  become  confused  on  that  subject. 

Mr.  McDonald.  There  is  no  question  about  it. 

Mr.  McKeough.  May  I  be  pardoned  just  a  moment  to  say  that 
based  on  your  record  so  far  I  think  anybody  who  will  reveiw  your 
record  freely  and  unbiasedly  and  without  prejudice  could  say  nothing 
but  the  highest  in  compliment  of  what  you  gentlemen  have  achieved 


in  the  most  essential  requirements  of  capital.  I  pay  you  that  compli- 
ment. 

Mr.  McDonald.  I  thank  you. 

Mr.  Transue.  Mr.  Ferguson,  why  should  not  the  national  mort- 
gage association  extend  loans  to  the  small  investor  the  same  as  the 

Mr.  Abner  H.  Ferguson.  Simply  because  there  are  ample  funds 
for  the  making  of  those  loans  by  local  institutions,  and  it  is  thought 
not  \^nse  for  these  associations  to  go  into  competition  with  these  local 

institutions. 

Mr.  Transue.  Have  you  reason  to  believe  on  these  90  percent 
loans  proposed  that  the  private  lending  institutions  will  make  loans 
on  those  mortgages  all  through  the  different  sections  of  the  United 

States? 

Mr.  Abner  H.  Ferguson.  That  only  the  future  can  tell. 

Mr.  Transue.  I  know.    You  say  only  the  future  can  tell? 

Mr.  Abner  H.  Ferguson.  Yes. 

Mr.  Transue.  You  can  judge  something  by  the  history  you  have 
had  with  other  loans.  .     . 

Mr.  Abner  H.  Ferguson.  We  had  a  terrible  time  convincing  the 
lending  institutions  that  an  80  percent  loan  was  sound,  and  I  think 
they  have  gradually  come  in  until  we  have  something  hke  10,000 
lending  institutions  on  our  list. 

Mr.  Transue.  Now  on  a  loan  of  say  $3,000  which  builds  a  modest 
home  in  some  sections  of  the  country,  do  the  private  lending  institu- 
tions regard  this  kind  of  loan  favorably? 

Mr.  Abner  H.  Ferguson.  I  think  so. 

Mr.  Transue.  They  do  take  them? 

Mr.  Abner  H.  Ferguson.  Yes,  sir. 

Mr.  Transue.  And  take  in  an  industrial  section  where  the  worker 
goes  out  from  the  center  of  population,  perhaps  on  an  acre  or  so,  do 
you  make  loans  on  those  kind  of  homes? 

Mr.  Abner  H.  Ferguson.  Yes;  we  make  loans  on  any  properties 
that  are  primarily  used  for  residential  purposes.  Of  course  there  is 
a  twilight  zone  there  between  our  Administration  and  the  Farm 
Credit  Administration. 

Mr.  Transue.  I  am  talking  about  matters  relatmg  to  homes. 
Take  in  the  heavy  industrialized  section  of  the  country  where  the 
homes  are  built  near  the  factory,  or  the  lots  are  not  quite  so  large 
because  the  real  estate  man  only  gave  a  35-foot  lot  to  the  house,  does 
the  F.  H.  A.  insure  loans  made  in  those  sections? 

Mr.  Abner  H.  Ferguson.  That  is  a  technical  question  entu-ely 
out  of  my  province,  biit  I  do  know  we  have  certain  standards  with 
which  property  must  comply  before  it  can  be  insured  as  to  utilities 
and  schools  and  things  of  that  sort,  but  I  thmk  those  regulations  are 

very  liberal.  .     .  ,         . 

Mr.  Transue.  You  know  in  the  State  of  Michigan  there  is  one 
congressional  district  in  which  I  have  been  informed  not  one  loan 
has  been  made  because  of  the  industrial  situation.  The  Congressman 
of  that  district  so  informed  me.     As  you  say,  that  is  not  your  function. 

Mr.  Patman.  May  I  ask  one  question,  Mr.  Chairman? 

The  Chairman.  Mr.  Patman.  ,      i  i  u 

Mr.  Patman.  Suppose  this  bill  passes  as  is  and  there  should  be  a 
demand  for  a  biUion  dollars  new  construction  and  requests  or  appHca- 
tions  are  properly  made  and  you  believe  they  are  all  right,  safe  and 
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sound,  and  the  loan  shoidd  be  made  and  the  private  investor  will  not 
buy  these  debentures,  and  you  have  a  $50,000,000  capital  stock  and 
you  have  a  demand  for  a  billion  dollars,  are  you  going  to  furnish  them 

money? 

Mr.  Abner  H.  Ferguson.  Of  course  the  whole  theory  is  that 
private  capital  will  lend  a  large  part  of  the  money. 

Mr  Patman    Suppose  capital  will  not? 

Mr  Ferguson    It  will  not  succeed. 

Mr  Patman  Could  you  provide  that  the  R.  F.  C.  buy  the  deben- 
tures? 

Mr.  Abner  H.  Ferguson.  There  is  no  such  provision. 

Mr.  Patman.  Would  you  be  in  favor  of  that? 

Mr.  Abner  H.  Ferguson.  I  would  like  to  think  about  that  before 
answering. 

Mr.  WoLCOTT.  Mr.  Chairman. 

The  Chairman.  Mr.  Wolcott. 

Mr.  WoLCOTT.  What  additional  inducement  is  there  in  this  bill  for 
private  vapital  to  invest? 

Mr.  xVbner  H.  Ferguson.  W^ell,  one  of  the  principal  inducements 
to  financial  institutions  is  that  it  furnishes  an  immediate  insured 
outlet  for  their  mortgages  in  the  event  thev  get  more  than  they 
ought  to  carry.  That  applies  particularly  to  banks.  They  could 
sell  them  to  a  national  mortgage  association.  In  addition,  the  in- 
centive under  section  207  removes  that  obstacle.  We  are  amending 
the  act  covering  the  assignments.  That  is  the  thing  that  has  held 
a  great  many  institutions  out  of  that  particular  phase. 

Now,  of  course,  the  fact  the  lending  institution  has  got  a  secured 
mortgage  here  with  the  right  to  receive  a  Government  guaranteed 
debenture  is,  I  think,  an  additional  inducement  if  those  'debentures 
are  made  tax  exempt. 

Mr.  WoLCOTT.  They  are  not  tax  exempt  under  the  bill  as  it  now 

stands? 

Mr.  Abner  H.  Ferguson.  No;  I  am  going  to  hand  up  to  the  com- 
mittee drafts  of  an  amendment  providing  that. 

Mr.  WoLCOTT.  As  I  understand  it  the  only  limitation  there  is 
upon  the  authority  of  the  National  Mortgage  Institution  to  loan  on 
smaller  units  is  laid  down  in  the  rules  and  regulations.  I  do  not 
understand  there  is  any  limitation  in  the  act  except  they  must  be  80 
percent  instead  of  90  percent  loans. 

Mr.  Abner  H.  Ferguson.  That  was  a  typographical  error.  We 
are  going  to  suggest  a  change  that  will  permit  national  mortgage 
associations  to  buy  any  insured  mortgage  and  in  addition  any  unin- 
sured mortgage  not  in  excess  of  60  percent  of  the  appraised  value. 

Mr.  WoLCOTT.  Then  you  will  have  to  rewrite  almost  the  entire 

section  on  page  32?  .      ,  • 

Mr.  Abner  H.  Ferguson.  No;  on  page  18,  but  we  put  in  this: 

Except  mortgages  which  are  insured  under  title  2  of  this  act  shall  not  exceed 
60  percent. 

It  just  involves  the  insertion  of  this. 

Mr.  WoLCOTT.  Then  you  will  have 

Mr.  Abner  H.  Ferguson  (interposing).  The  next  page. 
Mr.  WoLCOTT.  Then  you  will  have  changed  the  80  percent  to  60 
percent? 
Mr.  Abner  H.  Ferguson.  Yes. 


Mr.  McGranery.  How  did  you  arrive  at  $6,000  as  the  limit  on 

90-percent  loans?  «     .     ,    .  i      x     j- 

Mr  Abner  H.  Ferguson.  I  did  not  fix  it,  but  my  understandmg 
was  it  was  fixed  because  there  has  to  be  an  arbitrary  figure  and  also 
because  it  was  thought  $6,000  and  below  was  the  held  where  there 
was  the  largest  volume  of  housing  needed,  that  the  held  above  that 
did  not  have  the  need  for  new  housing  and  did  not  to  the  same  extent 
need  the  90-percent  provision.  ,      ,      .         . ., 

Now  let  me  explain,  I  do  not  want  to  take  the  time  of  the  committee 
too  long,  but  this  provision  is  not  to  insure  a  mortgage  on  ^  ?6»000 
house.  This  provision  is  that  we  may  insure  mortgages  up  to  S5,400, 
which  may  be  90  percent  of  the  value  of  the  property.  ^/Ihat  means 
that  a  man  who  has  a  $6,000  house  can  get  90  percent;  if  his  house  is 
worth  $6,200  he  can  get  about  87  percent  and  up  to  $6,500  he  can  get 
about  83  percent.     It  tapers  off  and  applies  to  a  less  extent  up  to 

Mr.  McGranery.  The  fact  remains  a  man  with  a  $6,000  house  can 

get  a  90  percent  mortgage? 
Mr.  Abner  H.  Ferguson.  That  is  right.  .,    ,  ^^  ^^^« 

Mr.  McGranery.  Is  there  any  reason  for  hxmg  it  at  3>o,ouur 
Mr.  Abner  H.  Ferguson.  Just  what  I  gave  you  is  all.     1  hat  is 

where  we  thought  the  principal  need  for  houses  and  principal  need  for 

assistance  existed.  .  i    i      i.         x- 

Mr.  McGranery.  Was  there  any  question  discussed  about  granting 
a  mortgage  up  to  90  percent  on  houses  above  $6,000? 

Mr.  Abner  H.  Ferguson.  I  am  frank  to  tell  you  I  did  not  partici- 
pate in  any  discussion  on  this  bill. 

Mr.  McGranery.  Have  you,  Mr.  McDonald? 

Mr  McDonald.  Yes.  This  bill  was  discussed  by  a  business  com- 
mittee and  they  think  that  it  will  serve  the  majority  of  deserving 
people.    It  is  very  difficult  to  determine  just  where  to  begin. 

Mr  McGranery.  What  has  been  your  experience,  Mr.  McDonald, 
with  respect  to  the  building  of  small  homes  in  large  cities,  what  is  the 
average  cost  there? 

Mr  McDonald.  The  cost  has  gone  up  a  httle  bit  in  the  last  lU 
months.    Houses  that  cost  $4,500  2  years  ago  probably  cost  a  thousand 

dollars  more  now.  ,      i.      v  a 

Mr.  McGranery.  You  cannot  get  very  much  of  a  house  around 

New  York,  Philadelphia,  or  Chicago— you  cannot  build  much  of  a 

house  there  for  $6,000.  ,      ^  ^i.  ^ 

Mr  McDonald.  I  will  ask  Mr.  Colean  to  tell  you  about  that. 
Mr  Colean   (director  of  Large  Scale  Housing  Division,  Federal 
Housing  Administration).  In  Philadelphia  they  are  building  a  great 
many  around  $4,500  to  $5,000.     In  the  row-house  type  it  is  not  that 

great. 

We  would  like  to  have  builders  stay  m  that  held. 

Mr.  McDonald.  You  would  have  to  go  out  some  distance, 

Mr.  McGranery.  What  would  be  your  reaction  if  this  were  m- 
creased  from  $6,000  to  $7,500? 

Mr  McDonald.  Well,  I  think  that  $6,000  pretty  well  covers  the 
field  Of  course  $7,500  gives  you  a  little  more  complete  house  up 
North.  You  should  bear  this  in  mind.  I  figured  out  last  nighty  you 
can  build  a  house  about  $2,000  cheaper  in  the  South,  than  in  Phila- 
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delphia  or  New  York,  because  there  you  have  to  provide  for  a  basement 
deep  enough  so  that  the  water  pipes  will  be  below  the  frost  line  to 
prevent  freezing,  and  of  course  you  have  to  have  a  heavier  roof;  so  this 
gives  the  fellow  in  the  South,  south  of  the  Mason-Dixon  line,  a  better 
house  than  in  the  North,  but  we  felt  $6,000  would  cover  the  great  mass 
of  people  who  could  buy  houses  at  figures  commensurate  with  rent. 

Mr.  Barry.  I  come  from  Queens  County,  Long  Island.  Between 
January  and  November  of  tliis  year  we  had  more  building  in  Queens 
County  than  any  other  county  or  State. 

Mr.  McDonald.  The  first  3  months  you  did. 

Mr.  Barry.  From  January  to  November,  I  think  15,000  building 
permits  were  issued. 

If  this  is  to  stimulate  business  I  think  you  are  not  going  to  encourage 
it  much  if  you  do  not  give  the  people  advantage  of  the  90-percent  loan 
on  the  first  six  thousand,  and  if  the  loan  were  eight  thousand  give 
them  advantage  of  the  90  percent  on  the  six  thousand,  and  80  percent 
on  the  difference. 

Mr.  Crawford.  Has  it  been  the  practice  of  the  Administration  to 
advance  a  contractor  construction  loans? 

Mr.  McDonald.  We  do  not  make  construction  loans. 

Mr.  Crawford.  You  do  not  make  construction  loans  to  the  con- 
tractor on  say  a  25-^ome  project? 

Mr.  McDonald.  If  you  wanted  to  build  100  houses  on  a  lot  and 
you  formed  a  limited  dividend  corporation  we  would  insure  the  loan. 

The  Chairman.  All  right,  gentlemen,  let  us  have  a  moment's 
executive  session  before  we  go  to  the  House. 

(Whereupon,  at  12:15  p.  m.  the  conmiittee  went  into  executive 
session,  following  which  the  committee  adjourned.) 
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THURSDAY,  DECEMBBB  9,  1937 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  call,  at  10:30  a.  m.,  Hon.  Henry 
B.  Steagall  (chairman)  presiding. 

Present:  Messrs  Steagall,  Reilly,  Hancock,  Williams  Spence, 
Farley,  Ford  of  California,  Brown,  Patman,  McKeough,  Evans, 
Transue,  McGranery,  Barry,  Wolcott,  Fish,  Gilford,  Luce,  Crawford, 

(The  committee  had  under  consideration  H.  R.  8520,  entitled 
'*A  bill  to  amend  the  National  Housing  Act,  and  for  other  purposes.  ) 

The  Chairman.  The  committee  will  please  be  m  oider. 

Gentlemen,  there  was  a  suggestion  that  we  should  have  the  views 
of  some  of  the  banker  with  respect  to  the  limitation  as  to  interest 
rates  carried  in  the  bill.  Upon  the  suggestion  of  Mr  Wol^^^t^  ^J 
will  hear  as  our  first  witness  this  morning  Mr.  Robert  V.  ^leming, 
president  of  the  Riggs  National  Bank  of  Washington,  recently  presi- 
dent of  the  American  Bankers  Association.  He  is  an  experienced 
banker  and  one  in  a  position  to  express  the  thought  of  the  bankers 
of  the  country  perhaps  as  well  as  any  one  we  have  heard. 

Mr  Fleming,  we  shaU  now  be  glad  to  have  you  discuss  the  biU  as 
you  may  see  fit,  particularly  with  reference  to  its  practicabihty  as 
affected  b^  the  provisions  with  regard  to  interest  rates. 

STATEMENT  OF  ROBERT  V.  FLEMING,  PRESIDENT,  RIGGS 
NATIONAL  BANK,  WASHINGTON.  D.  C. 

Mr  Fleming.  Mr.  Chairman  and  gentlemen,  I  am  glad  to  appear 
before  the  committee.  I  have  for  a  long  time  been  interested  in  the 
development  of  the  single  mortgage  and  the  elimination  of  the  old 
method  of  financing,  of  the  first  and  second  trusts,  with  the  hazards 
it  brings  to  home  ownership,  and  also  the  fact  that  under  the  provi- 
sions of  title  II  of  the  National  Housing  Act,  with  a  single  mortgage 
there  could  be  a  better  appraisal  system,  a  better  check  on  the 
appraisal,  the  valuations,  and  the  cost  involved  in  the  old  form  of 
financing  has  been  eliminated.  . 

My  own  institution  has  made  these  loans  since  title  11  of  tHe 
National  Housing  Act  came  into  operation,  and  we  l^^ve  made  about 
2%  million  dollars  of  these  loans,  our  average  loan  bemg  about  $7,7UU. 
I  think  that  is  a  little  higher  than  the  average  that  the  records  of  the 
Federal  Housing  Administration  will  indicate.  I  think  it  is  a  little 
bigher     There  have  been  some  times  that  there  have  been  temporary 
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delays,  but  in  the  main  they  worked  out  very  satisfactorily,  and  in 
that  group  of  loans  we  have  not  had  a  single  default. 

The  Chairman.  You  have  not  had  a  single  default? 

Mr.  Fleming.  Not  a  single  default.  The  provisions  of  the  amend- 
ment which  are  under  consideration  by  your  committee  mainly  are  to 
effect  ehmination  of  the  service  charge  which  is  now  allowed  of  a  half 
a  percent,  and  changing  the  basis  of  the  mutual  insurance  on  the  orig- 
inal balance  to  a  percentage  of  the  decreasing  balance,  with  a  reduc- 
tion up  to  July  1,  1939,  on  what  I  might  term  the  "small"  mortgage, 
or  on  houses  that  do  not  have  a  value  in  excess  of  $6,000. 

Nobody  knows  at  the  present  time  how,  over  a  long  period  of  years, 
the  insurance  which  is  paid  in  by  the  borrower  is  going  to  work  out  to 
protect  the  Government  on  its  guaranty  of  the  debenture,  and  of 
course  naturally  there  is  a  reduction  in  that  protection  when  we 
change  the  insurance  downward  or  on  the  decreasing  balances,  because 
it  at  the  present  time  figures  three-quarters  of  1  percent  as  against  a 
half  percent,  which  would  be  on  the  decreasing  balances,  and  a  quarter 
on  the  small  loan  up  to  July  1,  '39. 

That  of  course  brings  about  a  reduction  so  that  the  borrower  on  the 
new  basis  would  have  an  over-all  cost  of  about  5%  percent  on  the 
larger  loans  and  5%  percent  on  the  smaller  loans — again,  to  July  1, 
1939. 

I  believe  that  the  amendments  offered  are  desirable.  I  believe  that 
when  we  get  to  a  period  where  we  are  on  the  upswing  again  it  may  set 
the  machinery  to  increasing  the  volume  of  home  building,  particularly 
in  the  lower-income  groups,  and  frankly  I  think  that  is  where  the  real 
importance  of  this  measure  lies,  because  I  believe  that  the  people  who 
can  afford  a  house  that  would  stand  a  mortgage  of  a  maximum  of 
$16,000,  down  to,  say,  $8,000  or  $10,000,  and  who  have  a  desire  for 
home  ownership,  have,  in  the  main,  already  acquired  a  home  during 
this  period  when  we  have  had  an  upturn  in  business,  prior  to  the  break 
in  the  last  90  days;  so  that  I  think  that  these  provisions  mainly  are 
for  the  benefit  of  the  lower-income  group,  and  that  is  where  the 
volume  of  construction  would  take  place  if  there  can  be  an  assurance  of 
a  continuity  of  employment  by  those  people,  because  in  the  lower- 
income  groups  naturally  there  is  not  the  certainty  as  to  duration  of 
employment,  and  without  certainty  of  position,  of  income,  there  is 
not  Ukely  to  be  a  desire  for  home  ownership. 

I  believe  there  is  another  factor  which  I  am  sure  this  committee  is 
acquainted  with,  with  respect  to  these  interest  rates.  This  type  of 
loan,  while  I  think  it  desirable  for  banking  institutions  in  safe  amounts 
and  within  limits  of  the  provisions  of  the  Banking  Act,  and  according 
to  the  classification  and  the  character  of  each  bank's  deposits^ — and  I 
mean  by  that  if  a  bank  has  a  lot  of  accounts  of  other  banks  which 
might  be  withdrawn  through  any  sudden  change  of  the  deposit 
structure,  obviously  that  bank  should  not  go  as  far  as  a  bank  with 
deposits  that  are  more  stable,  and  of  course,  as  you  know,  you  are 
limited  to  60  percent  of  time  deposits  so  far  as  member  banks  are 
concerned. 

This  type  of  loan  is  quite  different  in  its  cost  of  servicing  than  a 
pure  commercial  loan,  even  an  individual  loan,  or  a  collateral  loan. 
To  begin  with,  in  many  cases  the  individual  who  wants  a  Federal 
housing  loan  is  not  a  customer  of  the  bank,  or,  if  so,  he  has  never 


applied  for  credit  before,  and,  to  begin  with,  you  have  to  make  a 
pretty  thorough  credit  examination.  Then  of  course  there  is  the 
interview  with  them,  which  takes  a  good  deal  longer  time  than  does 
an  agreement  on  a  commercial  loan  or  on  a  collateral  loan,  in 
addition  to  that,  you  must  make  your  settlement,  usually  through  a 
title  company.  That  means  drafting  intructions  to  the  title  company, 
figuring  out  the  schedule,  and  advising  the  borrower  as  to  what  that 
schedule  may  be.  Now  after  all  that  is  done  you  come  down  to  these 
monthly  payments  which  require  a  good  deal  of  accounting  in  your 
own  institution,  because  of  the  required  segregation  of  the  various 
items  included  in  the  payment.  For  instance,  the  principal  payment 
must  be  separated  from  the  interest  payment ;  the  insurance  must  be 
separated  and  credited  to  an  account  which  is  paid  over  monthly  to  the 
Federal  Housing  Administration.  Taxes  must  be  separated,  and  also 
fire  and  windstorm  insurance  must  be  paid.  In  addition  to  that, 
where  there  has  been  a  change  in  the  tax  rate,  or  where  there  has  been 
a  change  in  th  valuation  of  the  property,  there  must  be  a  readjustment 
of  the  schedule,  and  again  readjustment  of  your  books,  as  well  as 
advices  to  your  borrowers  so  that  they  in  turn  may  make  their  pay- 
ments accordingly.  .  ^-       .i.       • 

All  of  that  brings  about  a  greater  expense  m  the  operation  than  m 
the  other  types  of  loan,  and  therefore  I  advocate  caution,  Mr.  Chair- 
man, knowing  as  I  do  that  side  of  the  picture,  lest  this  program  be 
deterred,  by  trying  to  get  that  interest  too  low.  I  think  the  rates 
proposed  in  the  amendments  are  all  right.  There  is  a  reduction 
There  may  be  some  Kttle  resistance  at  the  start,  but  if  the  demand 
starts,  then  I  beheve  that  the  flow  of  funds  into  mortgages  would 
continue,  but  if  you  cut  that  rate  too  low,  with  all  these  other  costs, 
frankly  it  will  not  be  attractive  for  banking  institutions,  and  that  is 
particularly  true  of  the  smaller  institutions,  to  enter  into  it  throughout 
the  country,  because  of  course  they  haven't  the  volume  of  deposits, 
and  their  overhead  runs  proportionately  higher  than  is  the  case  where 
there  is  a  large  volume  of  business. 

I  think  that  on  the  small  mortgage  a  good  safeguard  is  thrown 
around  it  by  having  it  pertain  only  to  new  construction,  where  the 
property  must  be  appraised  and  examined,  or  the  specified  examina- 
tion made  by  the  Federal  Housing  Administration,  prior  to  the  com- 
mitment for  insurance,  or  before  it  is  erected,  which  gives  the  F.  H.  A., 
as  well  as  the  bank,  the  opportunity  to  see  whether  the  costs  are  right 
before  the  loan  is  made. 

I  failed  to  mention,  when  I  was  describing  the  costs  of  the  loan, 
that  of  course  most  institutions  that  handle  any  volume  of  this  busi- 
ness also  have  to  make,  and  do  make,  their  own  appraisals,  which  is 
no  reflection  on  the  Federal  Housing  Administration  but  is  a  desu-able 
thing  for  any  sound  institution  to  do.  It  is  doubly  checked.  That 
of  course  again  adds  to  the  expenses  and  time  of  taking  and  making 

this  type  of  mortgage. 

I  tliink  the  provision  allowing  for  mortgages  not  to  exceed  $1,000 
a  room,  up  to  $200,000  in  groups,  is  a  good  provision.  It  will  allow 
an  operative  builder  to  more  easily  obtam  construction  money  for 
the  development,  if  there  is  a  demand  for  that  type  of  home. 

I  think,  Mr.  Chairman,  in  general  terms  that  about  covers  the 
matter  wdth  respect  to  the  individual  mortgage  and  the  rates.  You 
of  course  have  under  these  amendments  provisions  for  national  mort- 
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gage  associations,  which  of  course  under  title  III  were  never  able  to 
work.  One  of  the  reasons,  of  course,  was  the  fact  that  until  the 
reserve  funds  that  are  built  up  by  the  mutual  insurance  are  tested 
out  over  a  period  of  years,  it  is  very  unlikely  anybody  would  put 
capital  into  a  mutual  mortgage  association,  until  they  could  see  how 
that  would  work  out. 

Changing  this  to  a  revolving  fund  of  $2,000,000,000,  where  the 
Federal  Housing  Administration  can  insure  up  to  that  amount,  cer- 
tainly helps  to  open  the  door  on  that  point,  and  with  the  provisions 
for  the  R.  F.  C.  to  assist,  I  think  that  they  may  start;  of  course,  thev 
will  only  start  if  there  is  sufficient  margin,  where  there  is  a  need,  and 
where  sufficient  mortgages  can  be  obtained  in  volume,  whereby  a 
mortgage  association  can  obtain  them  and  issue  and  sell  their 
debentures  serially. 

Mr.  Hancock. 'Mr.  Fleming,  do  you  think  it  is  sound  business 
pohcy  for  the  Government  to  continue  to  insure  or  guarantee  existino; 
mortgage  debts?  How  can  that  operation  stimulate  housing  or 
accomplish  the  announced  purposes  of  this  bill? 

Mr.  Fleming.  I  think  of  course  that  the  Government's  insurance 
is  a  contingent  liability.  If  the  reserve  funds  are  built  up  by  insur- 
ance, according  to  an  actuarial  basis,  unless  we  get  into  a  very  big 
slump  or  "tail  spin,"  the  Government  liabiUty  is  not  liable  to  be  very 
great.  I  do  think  that  under  the  smaller  mortgage  provided  for  in 
this  amendment,  the  Government  may  be  making  somewhat  a  subsidy 
there,  and  maybe  a  justifiable  subsidy. 

Mr.  Hancock.  My  question  was  directed  to  the  insurance  of  exist- 
ing mortgage  debts  rather  than  loans  covering  new  construction. 

Mr.  Fleming.  Oh,  existing?  Well,  tliis  bill,  at  least  these  amend- 
ments here,  practically  cut  out  the  older  properties,  as  I  ufiderstand  it, 
to  a  great  extent. 

Mr.  Hancock.  Do  you  think  that  ought  to  be  done? 

Mr.  Fleming.  I  thijik  that  is  all  right  under  the  provisions  of  this 
bill  here,  because  I  think  the  property  can  only  be  insured  after  Febru- 
ary 1934.  There  was  practically  no  new  construction  between  1929 
and  up  through  that  period,  so  that  most  of  the  old  properties  are  out. 

Mr.  Hancock.  You  are  familiar  with  the  whole  set-up  of  the  na- 
tional mortgage  associations,  are  you  not? 

Mr.  Fleming.  Yes,  sir;  fairly  so.  Of  course,  we  have  never  had  one 
operating. 

Mr.  Hancock.  Would  your  bank  be  likely  to  invest  in  the  deben- 
tures of  a  national  mortgage  association  as  proposed  under  this  bill, 
and,  if  so,  upon  what  conditions? 

Mr.  Fleming.  I  think  we  would  invest  in  those;  yes.  I  think  that 
would  depend  entirely  upon  the  rate  and  maturity.  Of  course,  those 
associations  have  got  to  live  by  their  abihty  to  earn  enough  between 
what  they  get  on  the  mortgage  and  their  expense  of  operation,  and 
what  they  can  sell  the  debentures  for. 

Mr.  Hancock.  I  am  seeking  information  for  the  record.  Why 
would  a  banking  institution  prefer  to  invest  its  funds  in  the  debentures 
of  the  national  mortgage  associations  whose  debentures  were  taxable 
and  not  guaranteed  by  the  Government  when  it  can  invest  in  an 
insured  mortgage  which  upon  default  is  redeemable  with  a  Govern- 
ment-guaranteed debenture? 


Mr.  Fleming.  Well,  of  course,  they  would  have  practically  the 
same  thing  back  of  the  debenture  of  the  mutual  mortgage  association. 
The  difference  would  be  that  if  they  would  issue  them,  as  I  assume 
they  would,  with,  say,  maturities  of  a  year,  or  maturities  of,  say, 
2  years,  or  maybe  3  years,  and  the  rate  were  sufficiently  attractive, 
it 'would  constitute  a  good  investment  and  be  just  as  safe  as  the 
mortgage  itself,  while  the  expense  incident  to  making  the  mortgage, 
as  I  have  described  it  here,  would  not  be  involved. 

Mr.  Hancock.  Is  it  your  understanding  from  the  language  of  the 
bill  as  now  drafted  that  the  national  mortgage  associations  could  be 
organized  and  started  without  any  actual  cash  capital? 

Mr.  Fleming.  No;  it  could  not.    Do  you  mean  private  capital? 

Mr.  Hancock.  x\nv  cash  capital. 

Mr.  Fleming.  No  ;'it  is  not  my  understanding.  Maybe  I  am  wrong 
in  my  interpretation  of  the  bill. 

Mr.  Hancock.  I  may  be  wrong  myself. 

Mr.  Fleming.  I  do  not  think  they  can  start  without  a  specified 

capital.  . ,        .         I.    1     1  /  xu 

Mr.  Hancock.  But  from  my  consideration  of  the  language  of  the 

bill  I  feel  reasonably  certain  that  they  could  start  with  $500,000  in 

any  kind  of  first  mortgage.     Should  that  be  permitted? 

Mr.  Fleming.  No,  no;  I  do  not  think  so.  I  tliink  that  is  wrong, 
because  they  would  have  to  have  operating  capital.  Obviously 
they  would  have  to  have  operating  capital. 

Mr.  Spence.  Twenty-five  percent. 

Mr.  Hancock.  I  think  I  have  just  one  other  question:  From  your 
concept  of  the  practical  workings  of  this  new  program,  what  effect 
do  you  think  it  would  have  upon  the  present  trustee  or  private  thrift 
institutions?  Do  you  think  it  would  be  helpful  or  harmful  to  them? 
Will  you  also  give  your  reasons  for  your  answer? 

Mr.  Fleming.  I  do  not  quite  understand  what  you  mean  by 
"trustee  institutions." 

Mr.  Hancoqk.  I  mean  the  cooperatives,  the  homestead,  Federal 
savings,  State  chartered  building  and  loan  associations  and  savings 

banks. 

Mr.  Fleming.  There  is  nothing  to  prohibit  building  and  loan  asso- 
ciations and  other  associations  that  are  under  either  Federal  or 
State  supervision  from  acting  as  insured  mortgagors.  They  can 
enter  into  it  if  they  want  to.  It  is  just  a  question  whether  the  rate 
may  not  be  attractive  enough  for  them,  in  comparison  to  what  they 
may  pay  for  their  deposits. 

Mr.  Hancock.  But  they  have  to  pay  a  return  on  their  total  assets, 
practically  their  total  assets,  do  they  not? 

Mr.  Fleming.  That  is  right. 

Mr.  Hancock.  You  do  not  think  it  would  be  wise  to  permit  the 
National  Mortgage  Association  to  make  loans  or  advances  on  small 
individual  home  units,  do  you? 

Mr.  Fleming.  It  is  my  understanding  of  these  mortgage  associa- 
tions— maybe  my  conception  is  wrong — that  they  do  not  make  the 
niortgages  themselves,  they  buy  the  mortgages  from  others  who  have 
made  them. 

Mr.  Hancock.  Under  the  language  of  the  bill,  if  you  will  read  it 
Very  carefully,  we  authorize  them  not  only  to  buy,  service,  and  sell, 
but  to  make  loans  and  advances.     But  my  understanding  is  that  that 
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right  or  function  will  apply  only  to  the  large  projects,  and  I  was  won- 
dering whether  you  do  not  agree  that  that  is  the  way  it  ought  to  be. 
I  am  also  dubious  as  to  the  wisdom  of  allowing  them  to  buy  and  sell 
small  mortgages. 

Mr.  Fleming.  In  the  small  homes,  I  do  not  think  there  is  any  need 
for  that,  but  I  think  possibly  in  the  larger  operations  which  might 
constitute  low-cost  housing,  or  where  they  are  limited-dividend  cor- 
porations, probably  that  might  be  desirable,  because  that  is  the  type 
of  loan  that  would  hardly  be  made  by  a  bank  or  other  such  type  of 
lending  institution. 

Mr.  Fish.  Mr.  Fleming,  you  were  formerly  president  of  the 
American  Bankers  Association? 

Mr.  Fleming.  That  is  right,  sir. 

Mr.  Fish.  And  you  know  the  financial  situation  of  the  people  of 
this  country.  Do  you  think  under  the  provisions  of  this  bill  that  the 
home  owners  are  prepared  now  to  put  up  their  money  in  small  amounts 
to  start  building? 

Mr.  Fleming.  No,  sir;  I  do  not,  right  now. 

Mr.  Fish.  Do  you  think  that  these  proposed  home  owners— and  of 
course  that  is  the  idea  of  the  bill,  to  stimulate  employment  in  heavy 
industry  and  home  owning— do  you  think  that  these  home  owners  or 
proposed  home  owners  can  afford  to  pay  5-percent  interest  in  the 
present  situation  in  which  they  find  themselves? 

Mr.  Fleming.  I  do  not  think  the  interest  cost  is  the  controlling 
factor.  Maybe  you  were  not  in  the  room,  sir,  at  the  time  I  was 
describing  this.  m     i  • 

Mr.  Fish.  Then  do  not  repeat  it  if  you  have  described  it  to  the 
rest  of  the  committee.     I  will  have  to  wait. 

Mr.  Fleming.  I  was  describing  the  difference  in  cost*  of  handhng 
this  type  of  loan.  . 

Mr.  Fish.  Then  I  will  follow  it  up  with  another  question.  You 
have  already  stated  that,  and  it  is  not  fair  to  the  other  members  of 
the  committee  for  me  to  ask  you  to  repeat  it,  but  I  want  to  say  for 
the  sake  of  the  committee,  I  hope  the  members  of  the  committee  will 
limit  their  questions  at  least  to  5  or  10  minutes'  time  so  that  every- 
body mil  get  an  opportunity.  In  order  to  get  a  lower  rate  of  inter- 
est, would  you  have  any  objections  to  these  debentures  being  tax- 
exempt? 

Mr.  Fleming.  This  resolves  itself  into  two  considerations.  If  you 
take  a  big  broad  national  picture,  if  we  exempt  everything  from 
taxation  then  vour  taxation  has  got  to  be  directed  to  the  top,  that 
may  throttle  the  flow  of  capital.  On  the  other  hand,  obviously  it 
these  debentures  are  free  of  taxation— and  my  understanding  is  they 
are  onlv  to  be  free  of  State  and  local  taxation,  but  subject  to  Federa 
taxation — obviously  any  reUef  in  the  taxation  on  that  obligation  would 
allow  the  mortgage  association  to  sell  it  at  a  lower  rate,  and  possibly 
a  greater  flow  of  money  would  go  into  them. 

Mr.  Fish.  Yes;  and  that  would  bring  a  lower  rate  of  interest  to  the 
home  owner,  if  it  were  tax-exempt?  .    . 

Mr.  Fleming.  I  do  not  think  so,  because  the  mortgage  association 
is  not  lending  the  monev  excepting  in  the  case  of  these  large  projects, 
these  low-cost  housing  projects.  The  money  is  being  lent  by  other 
institutions,  and  the  mortgage  interest  is  taxable  in  the  hands  of  the 
original  lender. 
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Mr.  Fish.  Of  course,  you  understand,  I  know  you  favor  the  bill, 
and  I  suppose  every  member  of  the  committee  does—— 

Mr.  Fleming  (interposing).  Well,  I  do  not  know  about  that. 

Mr.  Fish  (continuing).  But  the  bill  does  not  aniount  to  anything 
unless  we  p:et  the  building;  and  how  can  we  have  building  un  ess  we 
do  something  to  reduce  the  rate  of  interest?     We  cannot  control  taxes 
which  are  excessive.     We  cannot  control  to  any  degree  the  cost '  ot 
building  material  or  of  labor. 

Mr.  Fleming.  Well,  I  am  not  sure.  ^ 

Mr  Fish  And  why  is  the  man  todiay  with  very  little  money  lelt 
going'to  go  in  and  subject  himself  to  a  high  rate  of  interest,  to  heavy 
taxes,  and  to  high  costs  of  building?  •    ,  _  :„u, 

Mr  Fleming.  Of  course,  these  provisions,  to  my  mmd,  are  main l\ 
helpful  to  the  people  in  the  lower  income  brackets.  If  this  bill  were 
passed  tomorrow  I  do  not  believe  it  would  uumediately  create  a 
resumption  of  buildinir,  by  those  in  the  lower-income  brackets.  1 
believe  that  must  await  an  upturn  in  business,  when  there  is  more 
assurance  of  continued  employment.  .     ^-       ^i.  4. 

Mr.  Fish.  That  is  what  I  want  to  say.  It  is  my  contention  that 
this  is  not  a  way  out  of  this  depression  at  all. 

Mr.  Fleming.  But  I  think  it  is  good  to  have  the  mechanics  of  this 
thing  ready  so  that  if  we  can  get  an  upturn,  then  it  will  stimulate  a 
flow  of  funds  and  the  desire  for  home  ownership. 

Mr.  Fish.  Exactly.  In  other  words,  this  is  a  ''false  alarm,  as  a 
way  out  of  the  depression? 

Mr.  Fleming.  Well ,     .  ,     .       .  i       j  -x     -n 

Mr  Fish  (continuing).  That  is,  the  legislation  is  sound  and  it  will 
work  out  in  the  future  when  people  have  money  to  spend  and  can 

afford  a  home?  .    , ,         ,         .i  j        + 

Mr  Fleming.  Yes;  I  think  it  is  desirable  to  have  the  amendments. 
I  think  it  is  desirable  to  have  the  amendments,  but  I  do  not  beheve 
that  it  immediately  would  start  people  buying  homes  or  create  the 
desire  for  home  ownership,  because  that  has  got  to  come  when  there 
is  a  greater  assurance  of  their  positions,  their  jobs. 

Mr  Fish.  I  am  quite  sure,  because  I  got  a  notice  today  from  one 
of  my  five  cities  in  my  home  district— aud  I  suppose  my  district  is  as 
well  off  as  most  districts— that  they  had  gone  bankrupt  and  that 
they  could  not  afford  to  carry  on  the  police  force,  the  garbage  and 
ash  force,  and  so  on,  and  that  the  services  had  stopped.  H  t^a^i 
exists  in  my  district,  I  do  not  know  what  there  is  to  become  ol  the 
rest  of  the  country,  and  I  do  not  see  how  people  are  gomg  to  get  by 

at  the  present  time.  .       .      _  1 1  i    .  4.1.  * 

Mr  Fleming.  Mr.  Fish,  there  is  no  question  m  the  world  but  that 
you  have  got  to  find  some  way  of  meeting  that  requirenaent,  m  order 
to  make  this  successful.  I  do  not  know  how  it  can  be  done,  but 
certainly  the  costs  of  construction  of  the  small  house,  for  the  material, 
has  got 'to  be  brought  down  so  that  you  can  get  that  house  at  such  a 
price  that  the  individual  who  buys  it  can  pay  for  it  for  substantially 
the  same  as  rent,  maybe  a  little  more,  but  there  has  got  to  be  that 
desire,  otherwise  he  will  rent.  11. 

Mr.  Fish.  You  have  no  objection,  have  you,  to  these  debentures 

being  tax-exempt?  .  t*  • 

Mr.  Fleming.  That  is  a  pretty  hard  question  to  answer.  It  is 
broad.     As  I  have  stated,  there  is  a  broad  national  question  there 
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that  you  gentlemen  who  are  considering  all  angles  may  be  more 
familiar  with  than  I  am.  If  we  exempt  every  object  from  taxation, 
then  I  am  sure  that  you  are  going  to  throttle  business,  because  then 
the  taxation  will  all  have  to  be  there,  and  in  my  judgment  that  is  the 
retarding  influence  now. 

Mr.  Fish.  Of  course,  you  would  not  know  it,  but  I  have  been 
opposing  tax-exempt  securities  for  several  years.  It  may  not  be  known 
to  you. 

Mr.  Fleming.  No. 

Mr.  Fish.  I  have  lifted  up  my  feeble  voice  against  it,  but  it  seems 
to  me  it  is  the  effort  of  this  legislation  to  produce  home  owners  and  to 
get  people  back  to  work.  To  get  laborers  back  to  work  and  to  get 
home  owners  I  might  possibly  waive  my  objection  as  to  these  de- 
bentures. 

Mi.  Fleming.  Of  course,  I  have  got  to  say  this — I  have  already 
stated  it,  I  think — that  if  the  debenture  issued  by  the  mortgage  as- 
sociation is  entirely  tax-exempt  it  is  more  attractive  for  sale  purposes 
and  the  volume  of  money  flowing  to  it  would  be  greater,  its  attractive- 
ness may  be  greater.  Now,  that  has  got  to  be  weighed  against  the 
bigger,  broader  question  of  taxation  of  the  whole  country. 

Mr.  Fish.  That  is  all,  Mr.  Chairman. 

Mr.  Luce.  Mr.  Fleming,  when  this  housing  program  began  it  was 
the  opinion  of  this  committee  that  it  should  be  restricted  to  low-cost 
homes.  This  bill  has  been  represented  to  the  public  as  a  bill  for  low- 
cost  housing  for  people  of  small  means.  It  is  now  proposed  to  extend 
its  benefits  to  apartment  houses,  to  enable  the  pubUc  financing  of  large 
structures.  Does  your  observation  of  the  building  of  large  apartment 
houses  in  Washington  lead  you  to  believe  that  that  is  a  prudent 
activity  on  the  part  of  the  Government? 

Mr.  Fleming.  There  is,  of  course,  more  danger  attendant  upon  that 
type  of  building  operation  in  the  long  run  than  in  the  individual  home. 
Around  these  parts  we  have  had,  of  course,  times  when  there  was  a 
shortage  of  apartments,  we  have  had  times  when  there  was  quite  an 
overage  of  apartments,  and  where  it  was  very  difficult  for  the  owners 
to  be  able  to  sustain  the  mortgage  servicing.  Right  now  we  are  in  a 
position  where  it  is  estimated  we  have  about  8  percent  vacancy,  with 
the  units  under  construction,  by  the  middle  of  February  or  March,  so 
that  we  are  more  than  caught  up.  Now,  if  we  should  have  a  drop  in 
population,  of  course  there  would  be  a  greater  hazard  in  the  ownership 
of  that  property. 

Mr.  Luce.  There  being  a  greater  hazard,  may  I  assume  that  the 
result  is  that  banks  Uke  yours  hesitate  to  invest  in  it? 

Mr.  Fleming.  I  do  not  think  the  larger  provisions,  the  provisions 
for  these  apartments  or  low-cost  housing,  are  something  that  banking 
institutions  are  interested  in. 

Mr.  Luce.  I  am  speaking  of  the  large  apartment  houses. 

Mr.  Fleming.  I  do  not  believe  that  they  would  make  the  mortgages 
on  that  type  of  property. 

Mr.  Luce.  Should  the  Government  take  the  funds  of  the  Govern- 
ment to  do  things  that  private  institutions  will  not  do? 

Mr.  Fleming.  I  think  there  are  other  types  of  institutions  that  do, 
Mr.  Luce.  I  think  insurance  companies  and  other  types  of  institutions 
do  handle  those  larger  properties  where  they  are  not  subject  to  the 
fluctuations  of  deposits  that  the  banking  institution  is  subject  to. 


Most  banking  institutions  prefer  in  their  mortgage  lendings  to  deal 
with  individual  home  owners  rather   than  to   make   mortgages  on 

apartments.  ,  ,       ,,     ,  •     ^-^  *• 

Mr.  Luce.  That  being  the  case  m  regard  to  the  larger  institutions, 
what  occasion  is  there  for  the  Government  to  compete  with  them  m 

the  larger  instances?  .  i  i 

Mr.  Fleming.  Only  to  assist  in  this  low-cost  housing,  where  people 
with  very  low  incomes  might  be  able  to  obtain  adequate  quarters 
with  modem  conveniences  at  a  comparatively  low  cost.     That  is  the 

only  reason  for  it.  ,        ,       i      /-i 

Mr.  Luce.  The  initiative  has  already  been  taken  by  the  Govern- 

nient  in  that  direction? 

Mr.  Fleming.  I  think  it  does  parallel  it  somewhat;  yes. 

Mr.  Luce.  And  if  these  institutions  can  lend  the  money,  why 
should  we  lend  the  money? 

Mr.  Fleming.  Of  course,  the  Government  does  not  loan  the  money. 

Mr.  Luce.  No;  but  I  am  talking  in  general  terms. 

Mr.  Fleming.  There  is  a  contingent  HabiUty  of  course  on  the  part 

of  the  Government. 

A/Tt*  TjTtcf     jl  es 

Mr.  Fleming.  And  on  that  point  of  course  I  am  sure  you  know, 
Mr.  Luce,  there  has  been  a  good  deal  of  misconception  about  the 
National  Housing  Act  in  the  minds  of  many  people,  who  feel  that  the 
Government  is  loaning  the  money,  but  the  Government  is  not  loaning 
the  money.  It  has  a  contingent  liability  of  course  in  the  guaranteeing 
of  the  debentures  to  be  issued,  in  the  case  of  foreclosure  of  the  mort- 


gage. 


Mr.  Luce.  I  used  by  expression  only  in  the  most  general  way. 
Mr.  Fleming.  Yes.    I  only  mentioned  that  because  it  is  so  generally 

misunderstood. 

Mr.  Luce.  We  are  entering  upon  the  field  of  finance  in  connection 
with  big  construction,  and  I  am  skeptical  about  the  wisdom  of  doing 
it.    That  is  what  I  am  driving  at. 

Mr.  Fleming.  Of  course  there  is  a  greater  hazard  in  that  than  there 
is  in  the  individual  homes,  in  my  judgment. 

Mr.  Luce.  And  now  may  I  make  quite  sure  that  in  your  judgment 
the  large  institutions,  such  as  the  life-insurance  companies,  are  already 
attending  to  that  type  of  financing? 

Mr.  Fleming.  They  are  handling  a  great  deal  of  that.  Of  course, 
this  provision  here  allows  them  to  be  erected  without  the  same  per- 
centage of  equity  in  the  property.  That  might  stimulate  the  erection 
of  these  low-cost  housing  projects.  Life-insurance  companies  would 
not  go  up  to  80  percent — they  could  not  because  of  the  various  laws.  ^ 

Mr.  Luce.  You  may  infer  that  I  strongly  oppose  the  Government's 
going  into  that  field. 

Mr.  Fleming.  Certainly. 

Mr.  GiFFORD.  I  understand,  Mr.  Fleming,  you  do  approve  the 

measure? 
Mr.  Fleming.  I  do,  sir. 

Mr.  GiFFORD.  And  that  you  have  already  about  $2,000,000 

Mr.  Fleming  (interposing).  About.     A  little  over   $2,000,000,   I 

think. 
Mr.  GiFFORD.  Invested  in  this  type  of  assured  mortgages  r 
Mr.  Fleming.  That  Is  right. 
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Mr.  GiFFORD.  Would  you  mind  telling  me  how  much  you  have 
invested  in  other  types  of  mortages  on  properties? 

Mr.  Fleming.  About  $2,000,000.  Well,  just  about  50-50— about 
$2,300,000  or  $2,400,000,  in  other  types. 

Mr.  GiFFORD.  My  question  is  leading  up  to  sonaething  I  am 
interested  in.  It  may  not  exactly  apply  here,  but  I  think  practically 
it  will.  Of  your  entire  assets,  how  much  may  be  invested — because 
this  is  public;  I  have  seen  it— — 

^'ir.  Fleming.  That  is  right. 

Mr.  GiFFORD  (continuing).  How  much  is  invested  in  Governments? 

Mr.  Fleming.  About  $40,000,000. 

Mr.  GiFFORD.  About  $40,000,000.     Wliat  is  the  proportion? 

Mr.  Fleming.  Our  deposits  are  running  now  about  $95,000,000, 
and  we  have  about  $40,000,000  in  Governments,  of  course  graded 
as  to  short  maturities  and  coming  along  down  through  about  1948, 
1  think. 

Mr.  GiFFORD.  That  means  Government  guaranteed  loans? 

Mr.  Fleming.  That  is  direct  and  indirect,  yes,  sir;  the  larger 
proportion,  of  direct  obligalioiiS,  of  course. 

Mr.  GiFFORD.  That  is  a  smaller  proportion  than  you  held  perhaps 
a  year  or  two  ago? 

Mr.  Fleming.  No,  sir. 

Mr.  GiFFORD.  It  is  a  larger  one? 

Mr.  Fleming.  It  is  about  $3,000,000  larger. 

Mr.  GiFFORD.  What  I  am  getting  at  is  how  much  of  those  assets 
are  in  the  channels  of  industry,  to  help  pull  industry  out,  and  whether 
it  is  too  much  to  hold  of  the  Governments'— where  it  ought  to  be. 

Mr.  Fleming.  Our  total  loans  at  the  present  time  are. about  $22,- 
500,000. 

Mr.  GiFFORD.  On  industry? 

Mr.  Fleming.  All  loans.  That  would  include  all  these  mortgages, 
commercial  loans,  personal  individual  loans,  and  collateral  loans. 

Mr.  GiFFORD.  As  a  banker,  I  am  interested  to  know  how  you  view 
your  duty  toward  industry  as  compared  to  Government. 

Mr.  Fleming.  We  would  much  prefer  to  have  more  commercial 
loans,  and  we  do  everything  in  our  power  to  endeavor  to  stimulate 
and  to  assist  in  making  commercial  loans,  loans  that  will  help  industry. 
For  instance  it  is  our  policy  definitelv,  if  a  proposal  comes  to  us  in 
unbankable  form,  everyone  of  our  officers  is  instructed  to  examine 
the  proposition  and  see  if  we  can  make  suggestions  to  make  it  bank- 
able, to  endeavor  to  be  of  help  and  assistance.  Of  course,  you  must 
recognize  that  the  citv  of  Washington  is  not  an  industrial  center. 

Mr.  GiFFORD.  I  was  going  to  ask  you  that  question.  Wliere  do 
your  deposits  come  from — Government  or  from  private? 

Mr.  Fleming.  No;  we  have  practically  no  Government  deposits. 
Our  deposits  are  made  up  of  about  $17,000,000,  a  httle  less  than 
$17,000,000  of  savings,  and  the  balance  is  from  individuals,  firms, 
and  corporations.  We  have  quite  a  few  national  accounts.  \ye  have 
quite  a  large  proportion  of  the  accounts  of  merchants  and  individual? 

who  live  here. 

Mr.  GiFFORD.  Mr.  Fleming,  I  might  explain  to  you,  I  have  been 
trymg  to  get  from  you  these  things.  I  have  followed  the  assets  ol 
your  bank  for  some  vears.  I  have  its  reports.  I  am  interested  in  the 
proportional  division  of  investments,  and  I  have  felt  that  they  leaned 
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very  heavily  toward  Government  and  Government-guaranteed,  and 
that  perhaps  you  favored  dealing  in  Government  and  Government- 
guaranteed  mvestements.  I  may  recognize  how  difficult  it  may  be 
for  you  to  get  a  commercial  loan  in  this  particular  city,  but  I  am  very 
watchful  of  the  banker's  willingness  to  mvest  in  good  United  States 
business  securities. 

Mr.  Fleming.  If  you  had  had  the  opportunity  or  had  observed 
niy  addresses  when  I  was  president  of  the  American  Bankers  Associa- 
tion, I  thmk  you  would  pretty  well  know  the  attitude  of  my  institu- 
tion, from  those  addresses.  We  endeavor  in  every  way  possible  to 
stunulate  business,  and  I  urged  in  every  way  possible  the  banks  of 
this  country  to  try  in  every  way  in  the  world  to  make  loans  bankable. 
I  said  that  repeatedly. 

Mr.  GiFFORD.  Yes;  but,  Mr.  Fleming,  do  not  tell  this  committee— 
I  hope  you  will  not  try  to — that  when  the  Government  assures  a 
mortgage,  that  that  is  a  private  lending  proposition,  even  though  pri- 
vate money  is  employed. 
Mr.  Fleming.  I  do  not  quite  understand  that  question,  sir. 
Mr.  GiFFORD.  You  just  answered  Congressman  Luce  by  saying  we 
must  keep  in  mind  it  is  private  capital  that  is  doing  this,  the  Govern- 
ment simply  insures  it. 
Mr.  Fleming.  That  is  correct,  is  it  not? 

Mr.  GiFFORD.  That  is  correct;  that,  as  compared  to  obligations 
that  the  Government  guarantees  in  an  altogether  different  manner. 
The  final  point  I  am  going  to  make  with  you— and  I  am  going  to  make 
it  this  minute,  as  we  have  another  witness — is  this:  I  represent  cooper- 
ative banks  and  building  and  loan  associations  that  have  got  to  com- 
pete with  this,  having  in  mind  lately  Federal  savings  and  the  loan 
institutions  which  we  set  up,  to  be  helpful,  where  there  were  no 
banking  faciUties,  but  now,  where  there  are  plenty  of  banking  facil- 
ities, and  are  obviously  ''going  Federal"  as  they  say 

Mr.  Fleming  (interposing).  I  quite  agree  with  you. 
Mr.  GiFFORD. (Continuing).  And  bedeviling  our  other  institutions, 
or  carrying  on  this  bedeviling  to  a  still  greater  degree. 

Mr.  Fleming.  I  agree  with  you  on  your  statement  with  respect  to 
the  Federal  building  and  loan  associations,  that  they  ought  not  to  be 
created  except  in  such  areas  where  there  is  no  such  facility. 
Mr.  GiFFORD.  Yes;  but  they  are,  are  they  not? 
Mr.  Fleming.  I  am  afraid  that  is  true.  We  do  not  have  that 
competition  here,  but  I  have  learned  that  throughout  the  West  and 
many  other  States  there  is  a  good  deal  of  complaint  about  the  com- 
petition. 

Mr.  GiFFORD.  Mr.  Fleming,  all  of  these  tilings  that  we  are  doing  are 
sun  ply  plunging  the  Government  into  a  guarantee,  and  simply  putting 
in  the  background  practically  and  finally  obliterating  those  private 
lending  agencies? 

Mr.  Fleming.  Of  course  these  mortgages  here  provide  for  an  insur- 
ance fund.  There  has  not  been  sufficient  tmie  to  see  whether  the 
iund  will  be  adequate  or  not,  if  we  run  into  a  severe  depression  of 
values  and  people  are  unable  to  retain  their  homes.  That,  the  future 
has  got  to  tell.  However,  I  have  felt  that  this  program  of  the  National 
Housing  Act,  and  I  felt  so  at  the  start,  had  many  good  factors  in  it. 
When  I  was  appointed  a  member  of  the  banking  industrial  com- 
mittees that  we  had  about  1932 — I  was  on  the  fifth  district  committee — 
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I  had  a  good  deal  of  opportunity  to  observe  the  hazard  of  ownership 
under  the  old  first-  and  second- trust  method. 

Mr.  GiFFORD.  Yes;  do  not  let  us  go  into  that.  I  do  not  want  to 
argue  that. 

Mr.  Fleming.  I  know,  sir;  but  to  make  my  point  clear  to  you, 
that  is  one  of  the  reasons  that  I  favored  the  single  mortgage  and  the 
larger  percentage  of  loans. 

Mr.  GiFFORD.  1  understand  that;  but  I  will  ask  one  more  question 
and  I  will  have  finished.  Will  it  not  be  human  nature  on  the  part 
of  even  you  as  a  banker  in  the  future  to  sort  of  recover  an  aptitude 
for  a  mortgage  and  get  it  insured  before  you  make  it?  Do  you  not 
wish  the  $2,000,000  you  have  already  were  in  other  kinds  of  mort- 
gages that  were  insured? 

Mr.  Fleming.  No. 

Mr.  GiFFORD.  Would  there  not  be  that  tendency? 

Mr.  Fleming.  No;  we  would  not  have  made  them  if  they  had  not 
been  satisfactory.  Those  other  mortgages  are,  under  the  policy 
of  the  bank,  made  either  for  50  percent  valuation  without  amortiza- 
tion, or  60  percent,  where  there  is  a  40-percent  amortization,  over  a 
period  of  10  years,  and  in  most  instances  more. 

Mr.  GiFFORD.  You  agree  with  me  that  we  are  jeopardizing  the 
work  and  the  very  existence  of  our  private  lending  agencies,  such  as 
cooperative  banks  and  building  and  loan  associations,  by  these  con- 
stant guarantees  by  the  Government? 

Mr.  Fleming.  No;  I  cannot  agree  with  you  on  that.  I  say  that 
because  I  think  that  has  done  a  great  deal  of  good.  I  think  there 
have  been  many  people  that  have  become  home  owners  through 
the  provosions  of  the  National  Housing  Act  that  other^wise  would 
still  be  renters,  and  I  think  the  more  people  \ye  can  get  to  be  home 
owners  in  this  country  the  sounder  basis  this  country  is  on,  and 
I  do  not  believe  they  could  have  come  to  be  home  owners  unless 
there  had  been  a  provision  where  there  could  be  a  full  mortgage. 
Then  it  was  necessary  that  there  be  a  guaranteed  form  of  debenture, 
in  order  to  create  the  flow  of  money  into  it,  if  you  are  going  to  loan 
that  high. 

Mr.  WoLCOTT.  I  must  take  the  responsibility  for  suggesting  that 
you  come  down  here,  Mr.  Fleming,  to  give  us  the  attitude  of  the 
banks  toward  this  bill.  What  we  were  fearful  about  was  that,  in- 
creasing the  obligation  at  the  same  time  that  we  decreased  the  rate 
of  interest,  we  might  make  tliis  class  of  investments  less  attractive 
to  the  banks,  and  reahzing  that  we  were  wholly  dependent  upon  the 
loaning  institutions  for  the  success  of  any  housing  plan,  we  thought 
we  might  go  to  the  source  and  find  out  what  your  attitude  would  be 
toward  it.  Now  I  understand  your  attitude  to  be  that  you  cannot 
see  any  harm  in  the  bill.  I  think  it  would  be  the  quickest  way,  even 
at  the  expense  of  reiteration,  if  you  will  tell  us  if  there  will  be  any 
additional  inducement  on  the  part  of  banks  to  make  loans,  if  this  hill 
is  passed. 

Mr.  Fleming.  No;  you  are  correct  in  the  last  question,  sir,  that  1 
do  not  believe  it  is  an  additional  inducement.  I  beheve  if  a  demand 
for  housing  is  created  in  an  upturn  that  then  even  though  there  might 
be  a  temporary  hesitancy,  that  the  lending  will  continue.  I  do  advise 
caution  in  dealing  mth  the  interest  rate.  I  tried  to  explain  the  rather 
heavy  costs  involved  in  handling  this  type  of  loan. 


Mr.  WoLCOTT.  If  I  may  inject  a  thought  there,  you  advise  caution 
on  that  interest  rate  because  you  think  we  are  approaching  perhaps  a 
twihght  zone? 
Mr.  Fleming.  That  is  right. 

Mr.  WoLCOTT.  In  which  we  would  possibly  dry  up  this  credit  that 
is  furnished  by  the  loaning  institutions  for  this  purpose,  the  purpose 
of  the  act? 

Mr.  Fleming.  I  think  there  is  danger  in  doing  that.  I  think  your 
main  resistance  to  the  building  program,  once  you  start  an  upturn, 
will  be  in  the  costs  of  construction  rather  than  this  rate  of  interest. 

Mr.  WoLcoTT.  Under  the  present  act,  if  there  is  an  upturn  of  busi- 
ness with  an  attending  desire  on  the  part  of  people  to  own  their  homes, 
is  there  anything  in  this  bill  wliich  would  accelerate  home  construction? 
1  mean  in  addition  to  what  we  have  already  set  up. 

Mr.  Fleming.  Yes;  the  provision  for  the  loan  up  to  $5,400  on  prop- 
erty not  to  exceed  $6,000,  where  the  loan  may  be  made  at  90  percent, 
to  the  home  owner. 

Mr.  WoLCOTT.  Would  you  say  we  are  still  approaching  this  twilight 
zone  in  that  respect,  and  if  there  is  an  upturn  in  business  there  is  like- 
wise an  additional  field  of  investment  by  banks  which  is  not  existent 
today  in  other  fields? 

Mr.  Fleming.  In  my  judgment,  as  I  stated  some  little  time  ago,  I 
do  not  believe  that  if  this  act  were  passed  tomorrow  it  would  immedi- 
ately start  a  resumption  of  building  or  of  desire  for  home  ownership. 
1  think  that  has  got  to  wait;  but  in  answer  to  your  question  as  to 
whether  there  is  any  provision  in  here  that  would  be  a  betterment  from 
the  standpoint  of  a  home  owner — and  I  believe  it  is  mainly  in  the  lower- 
income  groups  that  you  have  got  to  find  your  field  here 

Mr.  WoLcoTT  (interposing):  I  was  not  speaking  particularly  with 
reference  to  betterment  to  the  home  owner.  I  realize  of  course  the 
home  builder  is  going  to  benefit  by  having  to  pay  in  only  10  percent, 
although  there  is  some  question  but  that  the  increase  in  the  monthly 
tmortization  costs  will  not  offset  that  in  that  manner,  but  that  I  want 
to  be  careful  about  in  this  act  is  that  in  our  zeal  to  benefit  the  home 
constructor  we  do  not  dry  up— 
Mr.  Fleming  (interposing).  The  flow  of  money. 
Mr.  WoLCOTT  (continuing").  The  source  of  credit  which  makes  it 
possible  for  him  to  build. 

Mr.  Fleming.  That  is  right.  Well  there  is  on  the  larger  loans 
really  only  three-quarters  of  a  percent  difference  between  what  you 
can  do  now  and  what  this  bill  would  provide.  One  costs  six  and  a 
quarter,  and  the  other  costs  five  and  a  half. 

Mr.  WoLCOTT.  I  do  not  assume  that  you  as  a  banker — and  you 
probably  can  speak  for  a  large  number  of  the  banks  in  the  application 
of  this  act — are  in  favor  of  setting  up  any  Federally  controlled  and 
chartered  association  which  is  going  to  come  into  direct  competition 
^v^th  the  banks  in  this  field. 
Mr.  Fleming.  No,  no. 

Mr.  WoLCOTT.  As  I  understand  this  bill  we  give  such  encouragement 
to  the  creation  of  such  institutions,  that  unless  there  is  some  restriction 
placed  upon  the  operation  of  the  national  mortgage  associations,  an 
association  might  be  organized  m  New  York  or  W^ashington  or  any- 
where else  for  that  matter,  wliich  might  come  into  direct  competition 
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with  other  banks  all  over  the  United  States,  even  in  very  small 
communities. 

Mr.  Fleming.  Not  if  they  are  limited,  as  I  understand,  to  the 
large  apartment  projects,  because  I  do  not  think  the  banking  institu- 
tions are  entering  into  that,  anyway. 

1^  Mr.  WoLCOTT.  As  the  bill  is  at  present  drai^m  there  is  no  restriction, 
and  we  liave  had  a  suggestion  made  here  that  it  might  be  advisable 
to  amend  it  to  make  it  apply  only  to  multiple  unit  dwellings,  and  then 
only  to  60  percent  of  the  assessed  valuation,  which  of  course  will  take 
it  out  of  the  competitive  field. 

►  Mr.  Fleming.  Yes.  Maybe  I  am  in  error  in  my  understanding. 
My  understanding  is  that  it  was  to  be  that. 

Mr.  WoLCOTT.  No;  at  the  present  time  the  bill  provides  for  the 
creation  of  a  national  mortgage  association,  which  will  invest  in  the 
same  kind  of  paper  and  do  the  same  things  that  you  as  a  banker  might 
do  in  this  locahty. 

Mr.  Fleming.  I  think  that  would  be  a  mistake,  but  I  do  think  they 
could  be  an  aid  in  the  other  low-cost  housing  projects,  because  the 
only  people  they  compete  with  there  are  insurance  companies,  and 
insurance  companies  won't  loan  and  can't  loan  under  the  law  to  exceed 
a  certain  percentage. 

Mr.  WoLCOTT.  1  can  see  an  advantage  to  the  banks,  of  the  national 
loan  association,  that  it  creates  another  agency  through  whom  you 
may  sell  your  paper. 

Mr.  Fleming.  That  is  right. 

Mr.  WoLcoTT.  But  is  it  not  a  possibihty  that  that  advantage  might 
be  completely  offset  by  the  fact  that  the  mortgage  association  might 
come  into  Washington  or  might  go  uito  Port  Huron,  Mich.,  or  San 
Francisco,  and  compete  directly  with  the  loaning  institutions  in  those 

localities? 

Mr.  Fleming.  I  do  not  think  that  the  national  mortgage  associa- 
tion would  be  of  any  interest  to  an  institution  like  my  own,  as  a 
place  to  sell  those  mortgages.  I  tliink  it  is  to  the  smaller  institu- 
tions which  may  not  have  as  large  deposits  and  would  need  an  outlet 
in  order  to  keep  servicing  their  community. 

Mr.  WoLCOTT.  I  have  been  very  much  concerned  about  this  bill. 
I  have  gone  along  here  with  every  housing  bill  we  have  passed,  think- 
ing that  we  were  passing  the  bills  for  the  purpose  of  encouraging  em- 
ployment in  the  building  trades  and  to  remove  a  housing  shortage 
which  I  tliink  is  apparent  in  the  United  States.  In  the  first  place  I 
do  not  want  to  dry  up  tliis  credit  which  you  men,  the  bankers,  are 
offering  at  the  present  time. 

In  the  next  place  I  am  very  strongly  opposed  to  Government  com- 
petition in  private  enterprise,  whether  it  is  banking  or  growing  sugalr 
beets,  and  I  have  convinced  myself — and  I  wish  you  would  follow  mfe 
on  this — that  this  bill  is  designed  with  tliis  objective,  that  if,  because 
of  the  increase  in  the  obUgation  and  the  reduction  in  the  interest  raje 
this  class  of  loan  is  no  longer  attractive  to  banks,  that  to  assure  th^t 
there  will  not  be  a  drying  up  of  credit,  we  create  a  national  mortgage 
association  to  take  over  your  activity  in  that  respect.  I  think  I  sm 
correct  in  mv  analysis  of  it,  and  I  do  not  beheve  that  you  and  I-*-! 
cannot  speak  for  you,  but  I  know,  myself,  I  am  very  strongly  opposed 
to  the  Government  competing  with  private  enterprise. 

Mr.  Fleming.  So  am  I. 


Mr.  WoLCOTT.  I  do  not  want  to  take  the  chance  that  by  passing 
this  bill  we  destroy  all  the  good  we  have  accomplished  already. 

Mr.  Fleming.  I  thoroughly  agree  with  the  principles  you  state,  sir. 
I  had  not  taken  that  view  of  it,  and  maybe  it  was  due  to  the  miscon- 
ception with  respect  to  these  mortgage  associations,  and  their  abihty 
to  lend  on  small  homes.  1  think  that  there  is  a  retarding  influence 
in  the  reduction  of  the  rate.  I  do  not  think  that  is  a  controlling 
factor.  I  think  your  construction  costs  and  those  things  are  more  your 
controlling  factor  than  this  drop  of  maybe  three-quarters  of  1  per- 
cent in  the  interest.  I  do  not  think  that  retards.  1  do  think  that 
in  the  low-income  groups  it  is  pretty  difficult  for  those  low-income 
.roups  to  be  able  to  pay  $1,200  to  $1,500  cash  down  on  the  purchase 
of  a  house,  and  I  do  think  that  helps  there. 

Mr.  WoLCOTT.  That  is  a  very  desirable  thing,  if  the  banks  will 
continue  to  make  the  loans  under  that  set-up. 

Mr.  Fleming.  Yes;  I  think  there  might  be  in  the  change  of  rates 
some  retarding  influence,  but  I  think  if  the  volume  started  they  would 

take  care  of  it.  .  .      .-  ^ 

Mr.  WoLCOTT.  If  the  increase  or  the  decrease  in  the  rate  of  interest, 
and  tiie  increase  in  the  amount  of  the  obligation,  are  a  retarding  in- 
fluence, is  not  that  the  antithesis  of  what  you  understand  to  be  .the 
purpose,  and  what  I  understand  our  purpose  to  be  in  tliis  legislation? 

Mr.  Fleming.  Yes.  I  have  already  said  I  advise  caution  on  that 
point,  and  I  do  not  believe  that  difference  in  rate—now,  it  sounds  very 
well  to  say  that  we  want  to  loan  these  people  at  the  lowest  rate  possible; 
I  mean  a  very  low  rate,  maybe  3  percent  or  maybe  S%;  all  of  us  would 
like  to  do  that,  but  there  are  certain  overhead  costs  in  handUng  this 
type  of  loans  that  just  cannot  be  met  with  that  sort  of  rate,  it  just 
cannot  be  done — as  I  have  described  earlier  in  my  testimony,  the 
difference  between  the  costs  of  lending. 

Mr.  WoLCOTT.  You  have  got  to  have  a  certain  spread  between 
what  you  would  receive  on  this  class  of  mortgage  and  what  you  can 
buy  Government  bonds  for. 

Mr.  Fleming.  Oh,  yes;  absolutely,  sir.  ^ 

Mr.  WoLCOTT.  In  order  to  make  this  attractive,  because  of  the 
additional 

Mr.  Fleming  (interposing).  Accounting  costs. 

Mr.  WoLcoTT  (continuing).  Yes;  and  the  additional  chance  which 

I  you  take. 

,  Mr.  Fleming.  Yes.  I  would  rather — and  this  is  not  from  the 
standpoint  of  not  wanting  to  help  the  Uttle  fellow,  because  I  am 
anxious  to  help  the  little  fellow,  but  I  do  beUeve  that  you  do  remove  a 
Igood  deal  of  the  urge  when  you  cut  tl^is  down  to  the  cost  of  five  and 
|a  quarter  gross.  The  bank  on  that  loan  is  going  to  get  probably 
Isomewhere  near  4  percent  net,  before  his  other  general  overhead; 
|he  is  going  to  get  somewhere  around  possibly  4  percent,  and  from  that 
pen  his  other  general  overhead,  other  than  the  direct  cost,  and  his 
jtaxes.  Federal  and  State,  will  have  to  come  off  of  that,  so  there  is  a 
jdanger  of  a  retarding  influence  there,  there  is  no  question  about  it. 
I  I  wish  we  would  look  at  the  law  again.  One  of  the  gentlemen, 
plr.  Chairman,  asked  me  about  these,  I  think  you  did,  Mr.  Wolcott— 
pbout  these  mortgage  associations  loaning  directly  on  small  homes. 
^ ' '.  Williams.  That  is  not  in  the  law,  positively. 
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Mr.  Fleming.  My  understanding  was  different,  but  I  didn't  want 
to  be  too  positive  on  that  point. 

Mr.  WoLcoTT.  Just  a  minute — it  is  in  the  law,  provided  the  home 
owner  puts  up  2C  percent,  even  though  the  amount  is  less  than  $6,000. 

A  Voice.  May  I  correct  that  misapprehension? 

Mr.  Williams.  I  think  not.     I  do  not  agree  with  that,  either. 

The  Chairman.  That  is  a  technical  matter  that  can  be  discussed 
later. 

Mr.  Fleming.  I  do  not  want  to  pose  as  an  expert—; — • 

The  Chairman  (interposing).  It  can  be  amended  either  way.  We 
have  been  having  only  a  discussion  of  the  provisions  of  the  bill. 

Mr.  Fleming.  It  was  not  my  understanding. 

Mr.  WoLCOTT.  If  there  is  any  question  about  it  I  would  like  to 
clear  it  up.     There  was  some  discussion  here  about  it  yesterday. 

Mr.  GiFFORD.  While  Mr.  Wolcott  is  looking  that  up  I  want  to 
make  this  suggestion  to  Mr.  Fleming.  His  argument  is  so  many 
times  presented,  that  the  construction  costs  represent  the  great 
drawback  in  this  program. 

Mr.  Fleming.  I  said  that  that  was  greater  than  the  question  of 
interest,  probably. 

Mr.  GiFFORD.  Yes.  I  want  to  remind  him  that  the  carpenter 
and  the  painter  would  look  at  the  home  buyer  and  say,  *'No  matter 
what  we  charge  you,  you  can  get  90  percent  just  the  same." 

Mr.  Crawford.  Mr.  Fleming,  there  has  been  so  much  thought 
given  here  to  this  idea  of  making  tax-exempt  these  debentures,  I 
want  to  make  sure  that  I  imderstood  you.  Did  I  hear  you  say  that 
in  your  opinion,  if  the  debentures  were  made  tax-exempt,  the  financial 
benefit  of  that  tax  exemption  would  flow  down  to  the  man  who  bor- 
rows money  to  build  a  home? 

Mr.  Fleming.  I  do  not  think  it  will ;  no ;  because  in  one  case  there 
is  direct  lending  to  the  borrower,  and  in  the  other  case  it  is  a  question 
of  volume  spread  between  what  the  mortgage  pays  to  the  mortgage 
association  and  what  they  can  sell  the  debenture  for.  Now,  of  course, 
if  the  debenture  is  tax-free  that  debenture  is  going  to  be  more  accept- 
able so  far  as  salability  is  concerned,  more  money  might  be  available 
in  the  turnover,  but  I  do  not  think  it  is  going  to  have  any  material 
effect  upon  the  borrower.  I  may  be  wrong  in  that,  but  that  is  my 
opinion. 

Mr.  Crawford.  We  would  be  on  the  wrong  track  then  if  we  made 
them  tax-exempt,  and  spread  the  news  that  we  were  doing  it  to  help 
the  man  to  build  a  home? 

Mr.  Fleming.  There  is  only  one  thing  you  have  got  to  do  there: 
You  have  got  to  be  sure  that  the  mortgage  association  is  going  to 
have  a  sufficient  spread  between  what  he  can  sell  his  debenture  for 
and  what  his  mortgage  pays,  to  pay  his  interest  and  return  on  capital 
investment. 

Mr.  Wolcott.  I  have  found  this  on  page  32  of  the  bill  as  amended, 
section  301.     Now,  the  bill  says  [reading]: 

The  administrator  is  .further  authorized  and  empowered  to  provide  for  the 
establishment  of  national  mortgage  associations  as  hereinafter  provided  which 
shall  be  authorized,  subject  to  rules  and  regulations  to  be  prescribed  by  the 
administrator,  (1)  to  purchase,  service,  and  sell  first  mortgages  and  such  other 
first  liens  as  are  commonly  given  to  secure  advances  on  real  estate  held  in  fee 
simple  or  under  a  lease  for  not  less  than  99  years,  under  the  laws  of  the  State  in 


which  the  real  estate  is  located,  together  with  the  credit  instruments,  if  any, 
secured  thereby,  such  mortgages  not  to  exceed  80  per  centum  of  the  appraised 
value  of  the  property  as  of  the  date  the  mortgage  is  purchased. 

The  only  limitation  I  see  in  that  paragraph  upon  the  national 
mortgage  association's  investment  as  a  banker  investing  in  this  paper 
is  that  it  must  be  subject  to  the  rules  and  regulations  to  be  prescribed 
by  the  administrator. 

Mr.  Spence.  You  did  not  read  all  of  it.  It  says  "under  section 
207." 

Mr.  Wolcott.  I  know  that,  but  up  to  this  point  the  only  limitation 
there  is  upon  the  national  mortgage  association  to  invest  in  low-cost 
housing  is  the  rules  and  regulations  of  the  administrator,  together  with 
the  fact  that  among  other  things  it  cannot  be  over  80  percent  of  the 
assessed  valuation.    Then  this  bill  goes  on  to  say — 

and  to  make  loans  and  advances  upon,  and  to  purchase,  service,  and  sell  mortgages 
or  partial  interests  therein  which  are  insured  under  section  207  of  this  act. 

Now,  I  contend  that  language,  if  we  want  to  confine  it  to  section  207 
of  the  Act,  should  read,  going  back  to  where  it  says — 

not  to  exceed  80  per  centum  of  the  appraised  value  of  the  property  as  of  the  date 
the  mortgage  is  purchased,  in  accordance  with  the  provisions  of  section  207. 

Then  we  limit  it.     Otherwise  we  do  not  Umit  it. 

Mr.  Fleming.  My  understanding,  Mr.  Wolcott,  was  from  an 
analysis  I  had  of  the  bill. 

Mr.  Wolcott.  I  think  that  is  a  very  pronounced  evidence  that  there 
is  a  ''colored  gentleman  in  the  woodpile"  in  this  bill.  I  predicate  my 
assertion  upon  that — that  we  are  going  to  establish  Federal  mortgage 
associations  which  are  going  to  come  into  competition  with  the  banks. 

Mr.  Fleming.  I  would  think  certainly  the  language  ought  to  be 
changed  so  it  would  be  as  clear  as  the  analysis  I  have  of  the  bill,  which 
is  as  follows: 

This  section  is  amended  to  permit  such  associations  to  make  loans  on  mortgages 
secured,  under  section  207,  which  is  the  larger  low-cost  housing  administration, 
but  leaves  the  act  as  it  is  in  connection  with  small  loans  insured  under  section  203 — 

which  are  the  mortgages  we  are  talking  about,  on  individual  homes. 

Mr.  Wolcott.  Do  you  not  think  my  legal  conclusions  are  logical? 

Mr.  Fleming.  I  thmk  the  language  definitely,  Mr.  Wolcott,  should 
be  clarified  so  that  they  could  not  loan  on  the  small  homes.  I  think 
that  would  be  the  Government  entering  into  competition,  just  the 
same  as  the  Federal  savings  and  loan  was  entering  into  competition 
with  other  building-and-loan  associations. 

Mr.  Wolcott.  Do  you  want  to  see  removed  from  the  act  any  pos- 
sibiUty  of  the  national  mortgage  associations  competing  with  private 
enterprise? 

Mr.  Fleming.  Absolutely;  definitely  so. 

Mr.  Wolcott.  We  can  change  the  wording  to  accomplish  that. 

Mr.  McGranery.  Mr.  Fleming,  supposing  the  banks  decided  that 
this  interest  rate,  under  conditions  that  may  occur  in  the  future, 
Would  not  make  the  mortgages  on  small  homes  attractive  to  the 
banks — do  you  not  think  that  there  should  be  some  national  mort- 
gage company  that  would  be  in  a  position  to  make  these  loans  to 
small  home  owners? 

,  Mr.  Fleming.  Remember  that  those  national  mortgage  associa- 
tions would  be  affected  in  the  sale  of  their  debentures  by  whatever 
occurred  in  the  rates  for  money. 
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Mr.  McGranery.  That  is  true. 

Mr.  Fleming.  That  would  be  the  answer  there.  They  would  be 
affected  too,  and  they  have  only  to  get  a  small  spread,  and  that  is 
one  thing  you  have  got  to  be  careful  of  in  the  national  mortgage 
associations. 

Mr.  McGranery.  That  is  true. 

Mr.  Fleming.  If  they  are  going  to  function  at  all. 

Mr.  McGranery.  But  again  coming  back  to  the  other  point,  Mr. 
Fleming,  that  Mr.  Wolcott  raised,  if  the  banks  feel  as  though  they 
would  like  this  business  at  the  rate  of  interest  they  are  going  to  get, 
do  you  not  think  then  that  there  should  be  some  national  mortgage 
company  erected  to  take  care  of  that  situation? 

Mr.  Fleming.  Of  course  fundamentally  I  am  opposed,  sir,  to  the 
Government  trying  to  do  all  the  business  of  the  country,  and  I  think 
that  is  one  of  the  troubles. 

Mr.  McGranery.  I  think  we  are  all  opposed  to  that. 

Mr.  Fleming.  I  think  in  times  of  emergency,  where  there  was  a 
general  break-down,  and  where  people  had  to  be  serviced,  I  think  dur- 
ing those  times  of  emergency  that  it  is  the  duty  of  Government  to  step 
in,  but  as  soon  as  we  get  out  of  that,  it  is  the  duty  to  step  out;  and  the 
only  thing  I  can  suggest  on  that  point — and  that  is  not  thought 
through— is  the  possibility  that  maybe  unless  Congress  wanted  to  keep 
entirt^  control  of  the  rate,  that  the  Federal  Housmg  Administrator 
might  have  some  latitude  in  the  adjustment  of  the  rate. 

Mr.  McGranery.  As  the  act  now  stands  he  would  have  that  lati- 
tude. 

Mr.  Fleming.  Well,  he  has  downward,  but  not  upward. 

Mr.  McGranery.  He  has  downward  but  not  upward,  tbat  is  true. 

Mr.  Fleming.  That  is  right. 

Mr.  McGranery.  But  he  would  be  able  to  take  care  of  the  situation 
that  Mr.  Wolcott  has  raised  here. 

Mr.  Fleming.  Well,  up  to  maximum  for  rates  of  mterest,  that  he 
should  have.  I  see  nothing  in  the  picture  now  that  could  bring  you 
to  the  conclusion  that  we  are  likely  to  have  stiffer  interest  rates  in 
the  next  vear  or  so,  unless  it  be  some  calamity,  a  war  or  fright,  or 
something  of  that  sort.  There  is  a  great  deal  of  money  in  the  country 
that  is  on  deposit  in  the  banks,  that  have  been  set  aside  by  the  in- 
creased reserve  requirement,  which  of  course  could  be  relinquished  to 
keep  monev  easy  if  it  was  desirable  and  foimd  necessary,  but  the  only 
way  that  I  can  see  that  you  could  overcome  your  question  and  not 
run  into  the  direct  competition  of  the  Government  furnishing  the 
capital  to  these  mortgage  associations  would  be  to  give  the  Federal 
Housing  Administrator,  if  the  Congress  felt  so  inclined,  a  little  more 
latitude  in  regard  to  rates  upward  as  well  as  downward. 

Mr.  McGranery.  That  is  right.  Now,  there  has  been  some  dis- 
cussion here  too,  Mr.  Fleming,  with  respect  to  whether  or  not  the 
barks  of  this  country  are  going  to  be  interested  in  making  this  type 

of  loan.  ,       ,       ,  J    u     Ai. 

Mr.  Fleming.  You  can  only  judge  by  what  has  happened,  by  the 
experience  you  have  seen  in  the  past.  There  are  something  over  4,000 
banking  mstitutions  making  this  type  of  mortgage.  I  think  the 
amoimt  made  is  about  half  of  the  total  msured  mortgages.  Ine 
others  have  been  made  by  building  and  loan  and  by  other  organiza- 
tions, and  so  forth. 


I  think  I  have  already  testified  that  a  reduction  m  the  rate  of 
interest  might  have  some  retarding  influence,  because  this  is  an  expen- 
sive type  Sf  loan  to  handle,  as  I  have  explained.  I  do  not  know 
whether  you  were  in  the  room,  sir,  when  I  explained  that  point,  but 
that  is  a  fact.  If  you  would  come  into  my  institution  and  see  it,  i 
would  be  glad  to  welcome  you  and  to  show  any  of  the  gentlemen  ot 
the  committee  just  exactly  the  operation,  the  costs,  and  all.  1  tlimiv 
there  is  a  danger  of  retarding,  and  the  program  ought  not  to  be 
boffeed  down  by  that  factor,  which  I  do  not  beheve  is  material  m  the 
monthly  payment  of  the  individual.  I  again  go  back  to  say  that  i 
beUeve'that  the  greatest  problem  is  to  get  houses  built  for  the  low- 
income  group,  because  the  higher  income  group  I  tlunk  are  pretty 
well  taken  care  of  under  the  present  provisions  and  other  types  ot 
lending.  I  think  the  major  factors  in  getting  that,  which  is  getting  a 
house  that  is  adequate  and  Uvable,  with  modern  conveniences,  that 
can  be  built  at  a  cost  whereby  the  monthly  payment  is  not  going  to 
be  very  much  greater  than  rent,  are  those  I  have  stated.  Otherwise, 
the  desire  for  home  ownersliip  is  not  there.    ,    _  _     ^,      . 

The  Chairman.  We  thank  you  very  much,  Mr.  i^lemmg. 

STATEMENT  OF  FRANK  C.  FERGUSON.  PRESIDENT  OF  THE  HUDSON 
COUNTY  NATIONAL  BANK,  OF  JERSEY  CITY,  N.  J.,  ON  BEHALF 
OF  THE  NEW  JERSEY  BANKERS  ASSOCIATION 

The  Chairman.  Gentlemen,  this  is  Mr.  Frank  C.  Ferguson,  presi- 
dent of  the  Hudson  County  National  Bank,  representing  the  New 
Jersey  Bankers  Association. 

Mr  Ferguson,  before  proceeding  with  the  presentation  of  your  tull 
statement,  will  you  summarize  for  the  committee  your  position  with 

respect  to  this  bill?  ^         x  . 

Mr.  Frank  C.  Ferguson.  Mr.  Chairman,  I  want  to  suggest  to  you, 
first,  that  the  interest  rate  be  retained  as  it  is.     That  is  the  important 

thing. 
Mr.  Wolcott.  You  mean  the  present  law.^ 
Mr.  Frank  C.  Ferguson.  The  present  law. 
Mr.  Spence.  It  does  that,  does  it  not? 

Mr.  McGranery.  No.  •        •      .    i     .,/ 

Mr.  Ferguson.  No;  it  cuts  it.     The  net  return  is  going  to  be  4/2 

percent.  .  xi     i  •     4.  +1, 

Mr.  Spence.  Are  you  talking  about  interest  on  the  loan,  ]ust  the 

interest  charsre? 
Mr.  Frank  C.  Ferguson.  Just  the  mterest  charge;  yes. 
Mr.  Spence.  Where  is  there  an  amendment  in  this  act  as  to  the 

interest  rates • 
Mr.  Frank  C.  Ferguson.  The  effect  of  the  bill  is  to  cut  the  return 

to  the  banks.  .      ,  .   ,  ^  j        t 

Mr.  Spence.  There  is  not  any  change  in  this  law,  not  a  word,  so  far 
as  the  interest  rate  is  concerned,  is  there?  If  there  is  I  would  like  to 
have  you  point  it  out.  . 

Mr.  Frank  C.  Ferguson.  No;  you  cut  the  service  charge,  which 

cuts  the  return  to  the  bank.  . 

Mr.  Williams.  There  is  nothing  in  the  law  about  a  service  charge, 

is  there? 
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Mr.  Frank  C.  Ferguson.  No;  but  we  are  presuming  that  the 
Federal  Housing  Administrator  will  follow  the  President's  suggestion 
and  cut  the  rate. 

Mr.  Williams.  There  is  nothing  in  this  law  as  it  is  now,  and  there 
is  nothing  in  the  proposed  law,  to  that  effect. 

Mr.  Frank  C.  Ferguson.  No;  I  agree  with  you.  I  say  in  my 
memorandum  "The  amended  act  is  silent  as  to  the  interest  rate  which 
assured  mortgages  will  bear." 

Mr.  Williams.  In  other  words,  there  is  not  a  proposed  change  in 
the  interest  rate? 

Mr.  Frank  C.  Ferguson.  None  in  the  bill. 

The  Chairman.  Do  you  think  the  change  suggested  by  the  adminis- 
tration will  operate  to  deter  bankers  from  entering  that  field  of 
investment? 

Mr.  Frank  C.  Ferguson.  That  is  our  thought;  yes,  sir. 

The  Chairman.  Now,  if  you  will,  just  go  ahead.  I  understand 
you  are  opposed  to  the  bill. 

Mr.  Frank  C.  Ferguson.  No.  No;  we  are  not  opposed  to  the  bill. 
We  like  the  bill  in  many  respects.  We  would  like  to  make  some  sug- 
gestions as  to  where  we  think  the  bill  cant)e  improved. 

The  Chairman.  You  will  pardon  me  for  injecting  that  remark 
into  the  discussion.  The  statement  has  just  been  made  to  me  by  a 
member  of  the  committee  that  you  were  opposed  to  the  bill,  as  one 
of  the  reasons  why  we  wanted  to  hear  you.     That  is  all  right. 

Mr.  Frank  C.  Ferguson.  No,  no. 

The  Chairman.  I  have  no  desire  to  misrepresent  your  position. 

Mr.  Frank  C.  Ferguson.  We  think  that  whether  the  effect  of 
cutting  the  returns  to  the  banks,  as  we  antitipate  it  will  b^,  will  have 
exactly  the  reverse  effect  from  what  the  President  intends,  or  has 
said  in  his  message  he  intends,  it  will  not  have  the  effect  on  small 
building.     It  will  have  the  effect  of  retarding  building,  in  our  opinion. 

Mr.  Spence.  How  would  you  amend  the  law  to  effectuate  the  pur- 
pose you  are  speaking  of?    That  seems  to  be  administrative  entirely. 

Mr.  Frank  C.  Ferguson.  I  submit,  Mr.  Chairman,  I  would  like  to 
run  through  my  prepared  memorandum  here,  and  I  will  get  it  through 
in  10  minutes,  and  then  you  can  follow  my  argument  all  the  way 
through. 

The  Chairman.  You  may  proceed.  So  far  as  I  am  concerned, 
you  will  not  be  interrupted  for  10  minutes. 

Mr.  Frank  C.  Ferguson.  A  bill  to  amend  the  National  Housing 
Act  was  introduced  in  the  House  of  Representatives  on  November 
29,  1937. 

The  committee  on  Federal  Housing  Act  legislation,  appointed  by 
the  New  Jersey  Bankers  Association,  desires  to  record,  in  behalf  of 
the  New  Jersey  Bankers  Association,  its  endorsement  and  approval 
of  the  achievements  of  the  Federal  Housing  Administration.  We 
make  this  statement  because  we  desire  to  emphasize  at  the  outset 
that  any  suggestions  or  criticisms  which  are  hereinafter  offered  in 
this  memorandum  are  intended  not  as  a  reflection  on  the  administTa- 
tion  of  the  Federal  Housing  Act,  but  solely  to  aid  in  the  clarification 
of  and  to  improve,  if  possible,  the  proposed  amendments  to  the 
National  Housing  Act. 

Our  suggestions  and  criticisms,  as  embodied  in  this  memorandum, 
deal  entirely  with  titles  II  and  III  thereof.  The  amendment  to  title  I 
of  the  National  Housing  Act  meets  with  our  entire  approval. 


I    The  amended  act  is  silent  as  to  the  interest  rate  which  insured 
mortgages  will  bear,  leaving,  therefore,  paragraph  5  of  section  203  (d) 
I  unchanged.     This  paragraph  pro  vides— 

To  be  eligible  for  insurance  under  this  section  a  mortgage  shall  bear  interest 
Jvclusive  of  premium  charges  for  insurance  not  to  exceed  5  per  centum  per  annum 
nf  the  amou^nt  of  the  original  principal  outstanding  at  any  time  or  not  to  exceed 
"per  ceXm  per  an^^^^^  if  the  Administrator  finds  that  in  certam  areas  or  in 
special  circumstances  the  mortgage  market  demands  it. 

If  left  as  it  is,  the  Administrator  wiU,  no  doubt,  fix  an  interest  rate 
of  4  5  percent  in  accordance  with  the  President's  message  to  the 
Congress  on  November  29,  in  which  the  President  said: 

It  is  proposed  to  reduce  this  to  5  percent  net  by  amending  the  administrative 
regulations. 

This  5  percent  will  presumably  include  the  service  charge  of  one- 
half  of  1  percent,  thus  making  the  net  mterest  return  4.5  percent. 

The  New  Jersey  Bankers'  Association  is  of  the  opinion  that  the  reduc- 
tion in  the  net  interest  rate  from  5  percent  to  4.5  percent  will  have  an 
effect  exactly  the  reverse  from  what  the  President  expects,  smce 
Federal  Housing  Administration  relies  entirely  upon  the  cooperation 
of  private  capital  and  an  interest  rate  of  4  5  percent  might  be  so 
unattractive  as  to  eluninate  a  great  number  of  the  smaller  institutions 
which  are  now  and  have  been  consistently  active  m  ongmatmg  1^  ederai 
Housing  Administration  mortgages.  .     .,      •  .       ^      *       -n 

The  reduction  of  one-half  of  1  percent  m  the  mterest  rate  wiU 
cause  almost  all  of  the  mortgagors  to  seek  a  similar  reduction  and 
banks  and  insurance  companies  now  constitutmg  the  prmcipal  hoidere 
of  Federal  Housing  Administration  mortgages  will  be  constantly  and 
continuously  importuned  by  present  mortgagors  to  reduce  the  mterest 
rate  on  mortgages  made  prior  to  the  enactment  of  this  amendment 
and  the  regulations  to  be  promulgated  thereunder 

It  must  be  borne  in  mind  that  many  financial  mstitutions  have 
uiready  purchased  all  of  the  mortgages  which  the  law  permits  them 
to  carry;  others  will  shortly  arrive  at  an  amount  beyond  which  good 
business  will  not  permit  them  to  go.  On  the  other  hand,  experience 
has  shown  that  in  order  to  justify  the  mamtenance  and  operation  of  an 
insured-mortgage  department,  banks  generally  must  make  more 
mortgage  loans  than  thev  can  use  for  their  own  account  and  the  only 
reason,  therefore,  why  banks  have  been  able  to  support  the  Federal 
Housing  Administration  program  until  now  is  because  they  have 
been  able  to  find  outside  purchasers  for  such  mortgages  on  a  4.5 

percent  basis.  ,  „        .         i    •     x-i.  a- 

Purchasers  of  such  mortgages  have  allowed  such  mstitutions  a 
difterential  of  one-half  of  1  percent  in  addition  to  the  service  charge 
wliich  the  mortgagor  pays  to  the  origmatmg  mstitution.  1  his  addi- 
tional compensation  is  paid  because  the  purchasers  recognize  that  in 
order  that  institutions  which  originate,  service,  and  later  sell  such 
mortgages  may  be  properly  compensated,  and  in  order  to  contmue 
their  mterest  in  properly  servicing  mortgages  they  must  receive  frona 
the  purchaser  an  additional  service  charge  of  at  least  one-half  ot  1 

Percent 

It  may  be  argued  that  the  purchasers  can  continue  to  grant  an 
allowance  of  one-half  of  1  percent  and  still  have  an  attractive  invest- 
ment. It  is  doubtful,  however,  that  purchasers  m  substantial  num- 
bers and  for  substantial  amounts  can  be  found  who  will  be  willmg  to 
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invest  on  a  4-percent  basis  in  an  investment  wliich  by  its  terms  lias 
a  maturity  of  at  least  20  years  and  on  which  the  principal  is  amortized 
monthly. 

For  the  above  reasons  we  recommend  that  the  interest  rate  be 
retained  at  the  present  rate  of  5  percent  and  that  rather  than  leave  it 
to  the  discretion  of  the  Federal  Housing  Administrator  a  minimum 
interest  rate  of  5  percent  be  enacted  into  the  law. 

If  your  committee  does  not  adopt  this  suggestion  we  recommend 
that  the  service  charge  which  at  present  is  one-half  of  1  percent  of  the 
diminishing  amount  of  the  mortgage,  be  fixed  at  the  rate  of  one-half 
of  1  percent  of  the  original  amount  of  the  mortgage. 

Unhke  the  insurance  premium  which  has  very  properly  been  re- 
duced under  the  amendment  to  one-half  of  1  percent  of  the  diminishing 
amount  of  the  mortgage,  the  cost  of  servicing  Federal  Housing  Admin- 
istration mortgages  does  not  diminish  with  the  amount  due  on  the 
mortgage.  It  is  quite  obvious  that  banks  will  hesitate  to  undertake 
a  commitment  to  service  an  insured  mortgage  when  they  know,  as 
they  do,  that  beginning  with  the  tenth  year,  and  each  year  thereafter, 
the  cost  of  servicing,  if  dependent  on  the  service  charge  alone,  will 
result  in  an  annual  loss  to  the  servicing  institution,  which  loss  will 
increase  from  year  to  year,  for  it  must  be  remembered  that ' 'servicing" 
means  not  only  the  collection  of  carrying  charges,  the  payment  of 
taxes,  the  placement  of  fire  insurance,  and  so  forth,  but  includes 
responsibility  for  the  proper  care  and  preservation  of  the  property 
securing  the  said  mortgage.  ''Servicing,"  then,  involves  the  duty  of 
frequent  inspections  (at  least  once  a  year)  and  the  following  up  of 
recommendations  and  instructions  to  the  end  that  no  waste  shall  have 
been  committed — a  serious  responsibiUty  which  cannot  be  taken 
hghtly,  and  a  financial  burden  which  increased  with  the  number  of 
mortgages  serviced  and  the  age  of  the  mortgages. 

It  is,  therefore,  only  fair  that  the  service  charge  of  one-half  of  1  per- 
cent be  placed  not  on  the  diminishing  amount  but  upon  the  original 
amount,  because  regardless  of  the  amount  of  the  mortgage  the  cost  of 
servicing  does  not  diminish. 

If,  however,  despite  our  urgence,  you  do  not  adopt  our  suggestion 
with  respect  to  the  service  charge,  many  of  our  institutions  are  of  the 
definite  opinion  that  they  cannot  make  90  percent  loans  unless  this  bill 
provide  that  in  the  event  of  forcelosure  of  a  defaulted  mortgage  (or  the 
acquisition  of  title  without  foreclosure),  reimbursement  by  the  Federal 
Housing  Administration  to  the  insured  shall  include  in  the  debentures 
foreclosure  costs  limited  to  $250  on  mortgages  up  to  $7,000  and  $500 
on  mortgages  in  excess  of  $7,000. 

Further,  it  is  our  opinion  that  the  amendment  to  the  National  Hous- 
ing Act  under  section  210  thereof  should  also  provide  for  reimburse- 
ment for  foreclosure  expenses  in  an  amount  not  exceeding  1  percent  of 
the  mortgage. 

With  reference  to  that  section  of  the  act  (amendments  to  subsection 
2  of  subsection  203  (b))  which  provides  for  the  insurance  of  90  percent 
mortgage  loans  on  properties  appraised  at  nor  more  than  $6,000,  we 
have  this  to  say:  We  come  from  a  State  which  is  densely  populated 
and  where,  of  necessity,  owners  of  homes  must  live  within  a  reasonable 
distance  of  their  places  of  employment.  Consequently,  land  values 
and  costs  of  construction  are  high. 


In  order  to  make  available  decent  liveable  homes  which  will  sell  at  as 
low  a  price  as  $6,000,  builders  will  have  to  acquire  tracts  of  land  at  con- 
siderable distance  from  industrial  centers.  While  it  may  be  possible 
to  entice  buyers  to  purchase  these  properties,  we  are  apprehensive 
that  eventually  and  long  before  the  maturity  of  the  mortgage,  the 
inconvenience  and  the  cost  of  living  in  these  out  of  the  way  places  will 
cause  a  high  mortahty  among  the  90  percent  mortgages.  For  that 
reason  we  question  whether  banks  and  other  investors  in  our  part  of 
the  country-  will  be  attracted  to  this  type  of  investment. 

If,  however,  you,  in  your  wisdom,  should  decide  to  retain  this  amend- 
ment we  submit  that  it  will  create  dissatisfaction  in  that  it  discrimi- 
nates against  the  purchaser  who  desires  to  acquire  a  better  home;  for 
example,  the  purchaser  of  a  $6,000  home  can  obtain  a  $5,400  mortgage 
and  need  invest  only  $600,  whereas  the  purchaser  of  a  $6,100  house  can 
obtain  only  a  $4,880  mortgage  and  must  invest  $1,220. 

If  you  decide  to  retain  this  provision  in  the  act,  it  would  be  more 
equitable  if  a  provision  were  made  permitting  the  buyer  of  a  $6,100 
house  to  acquire  a  mortgage  of  89  percent,  the  buyer  of  $6,200  house  a 
mortgage  of  88  percent,  and  so  on.  The  buyer  of  $7,000  house  can 
obtain  an  80  percent  mortgage  as  at  present. 

While  in  this  section  of  the  country  the  bankers  and  other  lending 
agencies  would,  in  our  opinion,  be  opposed  to  the  granting  of  mort- 
gages up  to  90  percent  of  the  appraised  value  we  reaUze  that  the  Con- 
gress must  take  into  consideration  the  needs  of  the  country  as  a  whole, 
and  cannot  pay  too  much  attention  to  any  one  particular  community 
or  State.  We  further  realize  that  the  granting  of  mortgages  up  to  90 
percent  may  be  considered  by  the  advocates  of  this  bill  as  a  necessary 
stimulant  to  new  building  and  the  ehmination  of  this  provision  may 
be  looked  upon  as  destroying  one  of  the  essential  things  desired  by  the 
proponents.  We,  however,  do  not  think  that  the  elimination  of  the 
90  percent  insurance  provision  will  retard  building  because  we  are 
satisfied  that  the  recession  in  building  activity  could  have  been 
avoided  or  possibly  ameliorated  if  the  various  other  provisions  which 
are  contained  in  the  amendments  now  under  consideration  by  your 
committee  had  been  in  effect  in  the  spring  of  last  year;  namely: 

First,  the  reduction  of  the  insurance  premium  charge  from  one- 
half  of  1  percent  of  the  original  amount  of  the  mortgage  to  one-half 
of  1  percent  on  the  diminishing  amount  of  the  mortgage. 

Second,  the  insurance  of  mortgages  on  multifamily  dwelhngs, 
particularly  apartment  houses  in  industrial  centers  which  have  no 
cheap  land  available  for  the  construction  of  moderately  priced  one- 
family  houses.  '  . 

Tliird,  the  failure  to  grant  unconditional  insurance  on  construction 

loans  to  operative  builders. 

The  amendment  on  page  4,  Ime  14,  provides  that  on  mortgages 
not  in  excess  of  $5,400  covermg  property  which  is  owner  occupied, 
the  Federal  Housmg  Administration  may  issue  mortgage  msurance 
up  to  an  amount  not  to  exceed  90  per  centum  of  the  appraised  value 
of  the  property,  provided  that  the  owner  shall  have  paid  on  account 
of  the  property  at  least  10  per  centum  of  the  appraised  value  m  cash 
or  its  equivalent.  What  is  meant  by  ''equivalent"  should  be  defined 
in  the  act,  rather  than  left  to  the  discretion  of  the  Administrator 
because  in  the  experience  of  some  of  our  institutions,  wliile  m  the 
begmning  the  local  Federal  Housing  Administration  agency  would 
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accept  certain  equities  in  kind  as  the  equivalent  of  cash  they  later 
refused  to  do  so.  We  know  of  actual  cases  where  the  builders  in  their 
anxiety  to  liquidate  were  willing  to  sacrifice  newly  constructed  homes 
at  prices  between  10  to  15  percent  below  the  appraisal  by  the  Federal 
Housing  Administration,  but  the  local  Federal  Housing  Administration 
agency  refused  to  recognize  the  marginal  difference  to  be  equivalent 
of  cash. 

Witn  reference  to  the  new  section  of  the  amendment  of  the  National 
Housing  Act,  set  forth  in  paragraph  210  (a),  builders  in  our  section 
of  the  country  are  unanimous  in  their  opinion  that  apartment  houses 
of  the  type  that  the  FHA  requires  to  be  built  cannot  be  constructed 
at  the  amount  set  forth  in  the  bill;  namely,  $1,000  per  room;  hence, 
we  recommend  that  the  mortgage  Umit  be  raised  from  $1,000  to  $1,200 
per  room. 

This  section  of  the  amendment,  which  deals  with  the  construction 
loans  on  apartment  houses  and  multifamily  dwellings  in  an  amount 
not  to  exceed  $200,000,  should,  in  our  opinion,  contain  the  same  de- 
fault provisions  as  are  set  up  for  low-cost  housing  projects  on  page 
21  of  the  bill,  lines  10  to  25,  inclusive,  and  continuing  on  page  22, 
lines  1  to  18,  inclusive. 

Subsection  2  of  section  210  (b)  provides  for  mortgages  on  multi- 
family  dwellings  and  contains  provisions  limiting  the  maturity  of  the 
mortgage  to  20  years  with  amortization  provisions  satisfactory  to  the 
administrator.  If  it  is  not  intended  that  the  full  amount  of  the  mort- 
gage shall  have  been  paid  through  amortization,  the  bill  should  be 
m^e  more  explicit.  The  Ufe  of  a  multifamily  dwelling,  such  as  is 
contemplated  by  this  act,  is  much  greater  than  20  years.  Therefore, 
provision  should  be  made  to  require  amortization  payments  which 
at  the  end  of  20  years  will  have  reduced  the  mortgage  to,  say,  30 
percent  of  its  original  amount. 

In  connection  with  amendments  to  section  301  (d)  of  title  III  of 
the  act,  it  is  quite  obvious  that  Congress  reaUzes  the  great  difficulty 
in  interesting  private  capital  in  national  mortgage  associations,  and 
the  President,  too,  recognizes  this  difficuty  when  he  says  in  his 
message  to  Congress — 

in  order  that  one  or  more  such  associations  may  be  properly  organized  I  shall  ask 
the  Reconstruction  Finance  Corporation  to  make  available  out  of  the  funds 
already  allocated  to  the  Reconstruction  Finance  Corporation  Mortgage  Co. 
$50,000,000  for  capital  purposes. 

The  amendment  seeks  to  encourage  private  capital  to  create  na- 
tional mortgage  associations  by  providing  that  an  association  may  be 
organized  and  may  commence  to  function  when  but  25  percent  of  its 
capital  has  been  paid  in.  But,  this  supposed  inducement  to  private 
capital  is  nuUified  by  that  provision  in  the  act  which  states — 

No  association  shall  issue  notes,  bonds,  debentures,  or  other  such  obligations 
until  such  time  as  such  subscriptions  are  paid  in  full  in  cash  or  Government  securi- 
ties at  their  par  value  or  mortgages  or  other  liens  as  hereinbefore  set  forth. 

It  is  quite  obvious  that,  except  possibly  in  a  few  of  the  large  finan- 
cial centers  of  the  country,  it  will  be  practically  impossible  to  sell  the 
initial  capital  of  $500,000  ualess  the  association  is  allowed  to  issue 
debentures  at  least  in  the  same  proportion  as  it  will  be  upon  the  full 
payment  of  the  capital.  If  the  act  is  so  amended  an  association  with 
a  paid  in  capital  of  $500,000  will  be  able  to  issue  debentures  up  to  an 
amount  of  $10,000,000.     Institutions  which  have  begun  to  function 


with  the  mmimum  of  required  capital  will  be  able  to  mterest  pro- 
spective investors  m  further  stock  subscriptions  by  demonstratmg 
their  ability  to  earn  a  reasonable  return  on  the  capital  mvested  and 
will  have  far  less  difficulty  in  obtainmg  such  additional  capital  than 
if  the  right  to  issue  debentures  is  deferred  until  the  full  capital  has 

been  paid  in.  .      •        ^  ^      • 

The  demonstration  of  actual  eammg  capacity  is  a  far  greater  in- 
ducement to  new  capital  than  the  mere  projection  of  paper  prohts. 

Furthermore,  we  beUeve  that  even  though  this  provision  be  changed, 
considerable  difficulty  might  still  be  encountered  m  obtaming  this 
type  of  capital  because  of  the  disastrous  experience  of  investors  m 
guaranteed  participation  certificates  in  the  large  financial  centers. 
Hence,  we  recommend  that  members  of  the  Federal  Reserve  bystem 
be  permitted  to  subscribe  to  and  hold  the  capital  stock  of  national 
mortgage  associations  in  an  amount  not  to  exceed  10  percent  of  their 
capital  and  permanent  surplus,  provided  that  national  mortgage  as- 
sociations in  which  members  of  the  Federal  Reserve  System  shall 
take  stock  interest,  shall  limit  themselves  in  their  articles  of  associa- 
tion or  by-laws  to  the  purchase,  sale  and  retention  of  only  such  mort- 
gages as  shall  have  been  msured  by  the  Federal  Housing  Administra- 
tion. This  would  serve  the  dual  purpose  of  providing  capital  for 
the  immediate  incorporation  and  establishment  of  national  mortgage 
associations  and  also  place  the  responsibility  for  the  management  and 
conduct  of  the  affairs  of  such  associations  m  the  hands  of  men  who 
are  familiar  with  finance  in  general  and  the  mortgage  field  m  particular. 

Page  5,  fine  10,  to  page  6,  line  12,  inclusive,  merits  the  attention 
and  consideration  of  your  committee  because  considerable  mjustice 
has  heretofore  been  done  to  builders  who  obtained  mortgages  while 
buildings  were  under  construction. 

Under  the  present  practice  the  builder  on  obtainmg  a  loan  pa,ys  the 
insurance  premium  of  one-half  of  1  percent  on  the  amount  of  his  loan 
in  advance  for  1  year.  Shortly  after  completion  he  sells  the  property 
to  a  purchaser  acceptable  to  the  Federal  Housmg  Admimstration  and 
the  financial  mstitution  which  holds  the  mortgage  and  a  new  mortgage 
is  executed  by  the  purchaser.  At  the  time  of  the  closmg  of  the  mort- 
gage a  second  insurance  premium  is  exacted  at  the  rate  of  one-half 
of  1  percent  for  1  year  in  advance.  The  Federal  Housing  Adimnis- 
trator  has  consistently  refused  to  refund  any  part  of  the  insurance 
premiums  exacted  for  1  year  in  advance  and  defends  this  practice 
by  saying  that  the  Entire  insurance  premiums  which  had  been  exacted 
from  the  builder  for  1  year  m  advance  represents  the  cost  to  the 
Federal  Housmg  Administration  of  placmg  the  builder's  mortgage  on 
its  books.  This  is  considered  arbitrary  and  unfair  by  the  builders  and 
has  been  a  constant  source  of  annoyance  to  originating  institutions. 

We  submit  that  the  insurance  premium  heretofore  paid  by  the 
builder  on  a  mortgage  granted  to  him  which  is  subsequently  replaced 
through  another  mortgage,  should  be  prorated  in  the  same  manner 
as  is  the  prepayment  penalty  at  the  present  time,  by  exacting  the 
premium  from  the  builder  only  for  such  period  of  time  as  his  mortgage 
has  been  on  the  books  prior  to  it  being  replaced  by  the  mortgage 
of  the  purchaser. 

Mr.  McGranery.  Mr.  Ferguson,  you  stated,  I  understand  that  in 
effect  a  mortgage  of  90  percent  is  not  a  safe  investment.  Could  you 
tell  us  why? 
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Mr.  Frank  C.  Ferguson.  We  have  a  feeling  that  the  owner  has 
not  sufficient  cash  in  the  property  to  insure  his  keeping  it  in  the  event 
things  go  wrong  or  he  gets  dissatisfied  with  the  locahty  or  something. 
We  do  not  think  10  percent  is  sufficient  to  hold  him  to  the  property. 

Mr.  McKeough.  Mr.  Ferguson,  one  of  the  features  which  you 
pointed  out  as  one  that  might  be  a  disabiUty  was  the  foreclosure  cost. 

Mr.  Frank  C.  Ferguson.  That  is  right. 

Mr.  McKeough.  Obviously  in  connection  with  this  sort  of  invest- 
ment both  the  lender  and  the  borrower  hope  no  foreclosure  develops. 
That  IS,  when  the  contract  is  made.  I  wonder  whether  or  not  you 
have  given  any  consideration  to  the  idea  that  it  would  serve  to  make 
less  likely  such  a  foreclosure  proceeding  after  the  contract  is  entered 
into  and  the  lender  furnishes  the  necessary  capital  and  the  borrower 
builds  his  house.  Let  us  assume  it  is  a  90-percent  mortgage,  the  low- 
cost  single  dwelling  ownership  feature  which  after  all  is  the  most 
desirable  thing  the  country  could  get,  and  after  a  year's  occupancy 
the  borrower  loses  his  job,  another  recession  sets  in,  would  you  think 
it  more  attractive  if  the  Government  through  either  the  Federal 
Housing  Administration  or  the  Reconstruction  Finance  Corporation 
standing  bv  the  Federal  Housing  Administration,  stepped  into  the 
picture  and  currently  paid  the  monthly  payments  say  for  a  period  of 
1  year  or  2  years,  so  that  there  would  be  no  foreclosure  required  in 
that  event,  and  those  payments  made  by  the  Government  would 
become  a  subordinate  lien  to  the  existing  mortgage;  in  other  words, 
if  it  were  18  years,  the  Government  paid  1  year  or  2,  then  at  the 
expiration  of  the  life  of  the  original  mortgage  the  Government  would 
take  its  payments  and  thus  avoid  foreclosure,  on  the  premise  that  the 
lender  and  the  borrower  had  been  mutually  benefited  and  *he  country 
as  a  whole  improved,  would  you  have  any  particular  objection  to  such 
a  set-up  as  that  being  worked  in? 

Mr.  Frank  C.  Ferguson.  No. 

Mr.  McKeough.  Woutd  you  like  to  have  that? 

Mr.  Frank  C.  Fergusoj^.  That  is  springing  something  entirely 
new  on  me. 

Mr.  McKeough.  What  we  are  seeking  is  to  try  to  develop  a  pro- 
gram of  construction  throughout  the  country  to  benefit  every  activity 
called  ''industry"  in  the  Nation,  and  to  relieve  the  Government  from 
an  added  burden  of  relief,  which  obviously  it  must  meet  with  the 
continuance  of  the  ''tailspin"  of  unemployment.  I  am  thinking  of 
the  Government,  thinking  of  the  borrower,  thinking  of  the  lender, 
thinking  of  the  whole  purpose  of  this  act  as  it  was  originally  conceived 
for  the  benefit  of  all  the  people,  as  far  as  it  is  humanly  possible  to 
meet  a  situation.  Certainly  we  do  not  want  foreclosures  if  we  start 
the  program,  and  would  it  not  be  cheaper  in  your  opinion  if  the 
Government  were  to  stand  by  as  a  guarantor  of  current  monthly 
payments  until  the  man  was  restored  to  gainful  employment? 

Mr.  Frank  C.  Feuguson.  Under  your  plan  he  would  continue  to 
occupv  the  premises  without  cost  to  him? 

Mrf  McKeough.  No;  that  is  not  exactly  putting  it.  The  cost 
would  be  one  that  follows.  Following  the  payment  to  the  original 
lender,  he  would  then  pick  up  and  pay  off  to  the  Government. 

Mr.  Frank  C.  Ferguson.  But  would  he  not  continue  to  occupy 
his  home? 


Mr.  McKeough.  Oh,  absolutely.  It  would  not  be  any  benefit  if  he 
got  out.  Now,  after  all,  the  fellow  that  builds  the  home,  as  I  am 
looking  at  the  situation,  makes  the  biggest  bet.  He  is  the  fellow  that 
puts  his  all  into  the  situation.  If  he  makes  a  down  payment  of  10 
percent  it  is  obvious  that  it  must  have  been  a  considerable  sacrifice, 
by  the  apphcation  of  frugality  and  thrift,  that  he  is  m  a  position  to 
do  that.  Most  every  married  man  obviously  looks  to  the  ultimate 
ownership  of  his  own  home.  He  is  desirous  of  obtaining  it,  m  this 
country  as  in  all  others,  I  assume.  I  am  thinking  about  making  that 
a  possibility  and  a  continuing  one  in  the  event  of  some  unforeseen  situ- 
ation being  foisted  upon  him  that  causes  him  to  be  laid  off  from  his 
current  work.  That  is  the  thought  I  have  in  mind.  I  was  just 
wondering  if  it  would  be  a  practical  arrangement  and  whether  it 
would  be  an  attractive  one  to  you,  representing  the  lenders. 

Mr.  Frank  C.  Ferguson.  If  we  make  a  90-percent  loan  and  the 
payments  and  all  of  the  servicing  charges  are  paid  to  us  promptly 
at  the  end  of  each  monthly  period,  it  does  not  make  the  slightest  bit 
of  difference  to  us  whether  they  come  from  the  mortgagor  or  whether 
they  come  from  the  guaranteeing  Government. 

Mr.  McKeough,  Except  that  you  have  an  added  ally  in  the  way 
of  an  assured  current  payment. 

Mr.  Frank  C.  Ferguson.  Yes;  but  out  contract  is  carried  out. 
That  is  the  point  I  am  making— our  contract  is  carried  out.  If  it 
was  a  good  contract  at  the  inception  it  is  good,  just  as  good,  because 
the  guaranteeing  institution,  the  Government,  is  making  the  pay- 
ments, as  it  is  if  the  owner  were  making  the  payments. 

Mr.  McKeough.  Wouldn't  it  be  a  little  better? 

Mr.  Frank  C.  Ferguson.  Well,  I  do  not  know  that.  A  $10  bill 
is  just  as  good,  and  no  better,  if  it  comes  from  the  Government  than 
as  if  it  came  from  the  borrower. 

Mr.  McKeough.  Of  course  it  is  better  if  you  get  it  than  if  you  do 

not  get  it? 

Mr.  Frank  C.  Ferguson.  Yes;  it  is  better  if  you  get  it  than  if  you 
do  not;  so  from  that  statement  I  should  say  that  did  not  make  a 
particle  of  difference  to  us,  whether  the  payment  came  from  the 
mortgagor  or  whether  it  came  from  the  guarantor. 

Mr.  McKeough.  Of  course,  what  we  are  seeking  to  do  is  to  do  all 
the  things  that  130  million  people  want  us  to  do.  One  of  the  first 
things,  of  course,  is  to  make  for  a  happier  situation  where  the  Govern- 
ment will  not  be  interfering  with  private  business.  That  is  one  com- 
plaint. The  second  is  we  have  got  to  balance  the  Budget.  I  shall 
not  go  into  the  whole  situation  here,  but  that  particular  combination  is 
enough  for  any  one  very  humble  member  of  the  Congress  to  try  to 
work  at.  And  what  I  want  to  do  is  reestablish  employment.  I 
think  that  is  what  the  President  wants  to  do. 

One  of  the  things  that  suggest  itself  to  me  as  attractive  for  consider- 
ation at  least,  is  the  proposal  I  suggest.  It  may  not  be  worth  any- 
thing, but  after  all  it  will  have  some  stimulation  to  business  as  I  see  it, 
and  the  obligation  of  caring  for  its  people  by  that  instrument  called 
"Government,"  and  if  the  unemployment  conditions  continue  to 
become  more  severe  the  added  cost  to  the  Government  as  I  see  it  is 
going  to  be  geometrically  larger  through  relief  than  it  would  be 
through  this  sort  of  guaranty,  coupled  with  other  activities  of  that 
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kind  which  may  reduce  the  unemployment  and  the  relief  costs.  And 
being  a  banker  I  thought  by  reason  of  the  guaranty  feature  being 
worked  in  it  might  add  some  attractiveness,  coupled  with  the  com- 
plaint you  make  and  the  other  suggestions  that  you  offer  for  the  im- 
provement of  this  plan. 

I  personally  will  have  no  objection  to  making  as  attractive  as  it 
can  be  made  the  plan  now  imder  consideration,  to  the  loan  agencies,  if 
need  be  tomake  the  debentures  tax-exempt  or  the  gross  rate  of  the 
mortgage  where  you  suggest  it  might  be  left;  but  that  is  only  one  phase 
of  the  picture:  If  we  please  you,  we  have  to  naturally  attract  the  bor- 
rower, we  have  to  give  him  something.  Then  we  have,  in  between  the 
lender  and  the  borrower,  the  labor  cost  and  the  material  cost.  The 
President  has  made  a  reference  to  the  annual  wage  feature,  which  I 
think  has  potentialties  and  which  I  think  can  be  worked  out.  Costs 
have  also  got  to  be  considered  with  a  view  to  keeping  the  cost  of  homes 
from  being  exorbitantly  increased,  if  we  get  that  happy  condition  do 
you  think  we  might  start  with  a  program  that  will  get  somewhere 
nearer  the  objective  that  we  seek? 

Mr.  Frank  C.  Ferguson.  I  think  so. 

Mr.  WoLCOTT.  Mr.  Ferguson,  just  one  question.  I  interpret  that 
part  of  your  statement  having  to  do  with  themembers  of  the  Federal 
Reserve  subscribing  to  capital  stock  in  national  mortgage  associations 
to  be  a  manner  in  which  this  capital  might  be  created  but  not  an 
advocacy  of  the  estabUsment  of  the  Federal  Mortgage  Association.  Is 
that  correct? 

Mr.  Frank  C.  Ferguson.  I  am  starting  with  the  premise  that  the 
creation  of  national  mortgage  associations  is  advisable. 

Mr.  WoLCOTT.  You  consider  it  advisable?  • 

Mr.  Frank  C.  Ferguson.  Do  I  consider  it  advisable?    Yes. 

Mr.  WoLCOTT.  Do  you  consider  it  advisable  for  the  Federal  Reserve 
members  to  create  competition  for  themselves? 

Mr.  Frank  C.  Ferguson.  I  do  not  think  they  are  creating  compe- 
tition for  themselves. 

Mr.  WoLCOTT.  What  do  you  think  is  the  purpose  of  the  national 
mortg^e  associations? 

Mr.  Frank  C.  Ferguson.  To  stimulate  building. 

Mr.  WoLCOTT.  What  do  you  think  is  the  purpose  of  this  act? 

Mr.  Frank  C.  Ferguson.  To  stimulate  building. 

Mr.  WoLCOTT  Building  is  stimulated,  I  understand  your  statement, 
by  the  making  available  of  credit  for  building,  by  loanii^  agencies. 
Do  you  think  there  is  anything  in  this  act  which  gives  impetus  to  the 
acceleration  of  building  credits? 

Mr.  Frank  C  Ferguson.  Yes. 

Mr.  WoLCOTT.  Maybe  I  have  misunderstood  your  statement, 
then.  You  said  that  the  10  percent  was  less  attractive  than  20 
percent.     You  would  hesitate  to  make  loans  on  10  percent? 

Mr.  Frank  C.  Ferguson.  No;  you  misunderstood  me.  Are  you 
talking  about  the  act  as  it  is  exactly  now  written? 

Mr.  WoLCOTT.  No ;  as  proposed. 

Mr.  Frank  C.  Ferguson.  Oh,  then  my  answer  was  wrong  to  you. 

Mr.  WoLcoTT.  I  assumed  that  you  were  in  opposition  to  raising 
the  amount  of  the  obhgation  and  reducing  these  interest  rates. 

Mr.  Frank  C.  Ferguson.  That  is  right. 

Mr.  WoLCOTT.  The  reason  your  bank  would  hesitate  to  make  these 
loans? 


Mr.  Frank  C.  Ferguson.  That  is  right.    I  misunderstK)od  your 

^^Mr  ^WoLCOTT.  But  the  testimony  you  have  given,  to  the  encourage- 
ment and  the  creation  of  national  mortgage  associations  to  compete 

^'^Mr^^'F^iNrc!  Ferguson.  No;  I  thmk  they  supply  an  entirely 

"^^Mr^  WoLC^^^   You  assume  they  are  confined  to  the  construction 
of  multiple-unit  dweUing? 
Mr.  Frank  C.  Ferguson.  Yes.  u  ^    n 

Mr.  WoLcoTT.  The  proposed  bill  now  does  not  do  so,  but  aUows 
national  mortgage  associations  to  make  loans  directly— not  only  take 
vour  paper  but  make  loans  directly  to  the  home  owner  P/ovided  he 
has  paid  in  20  percent,  regardless  of  the  appraised  value  of  the  home. 
Now,  with  that  as  your  understanding  will  you  still  say  that  the 
Federal  Reserve  members  should  subscribe  to  stock  m  national  mort- 
gage associations,  and  set  up  competition  for  themselves.^ 
Mr.  Frank  C.  Ferguson.  No.  i      i  j  u 

Mr.  McGranery.  You  do  think,  Mr.  Ferguson,  there  should  be 
some  lending  agencies  to  supply  any  need  of  cash  that  will  be  made  by 
the  bankereif  they  feel  these  loans  are  not  attractive  enough  for  them 

to  take? 

Mr.  Frank  C.  Ferguson.  I  do. 

Mr  WoLCOTT.  Then,  at  the  present  time,  you  can  proceed  to  ma^e 
loans  provided  there  is  a  market,  provided  there  is  a  desire  on  the 
part  of  people  to  build,  so  this  whole  act  turns  upon  more  stability  m 
the  income  on  the  average  of  the  person  who  wants  to  build,  does  it 

not?  ■  ,      ,       .    , 

Mr  Frank  C.  Ferguson.  And  other  factors. 

Mr  WoLCOTT.  Yes;  and  we  have  already  set  up  the  machinery 
whereby  he  may  get  this  loan  for  the  purpose  of  building,  so  if  we 
destroy  the  attractiveness  of  this  business  to  you  then  it  is  necessary 
for  us  to  set  up  national  mortgage  associations  to  take  over  that  Held 

of  endeavor,  is  it  not?  ,      , ,  .  x- 

Mr.  Frank  C.  Ferguson.  I  should  say  yes  to  your  question. 
Mr  WoLCOTT.  So  there  is  a  possibUity  of  our  providing  asituation 
whereby  it  makes  it  impossible  for  the  banks  to  make  these  loans  and 
at  the  same  time  setting  up  a  Government  agenc;^  to  make  the  loans, 
and  we  are  getting  right  around  to  the  old  proposition  which  we  have 
been  fighting  here  for  the  last  4  years,  of  creatmg  Government  agencies 
to  take  over  what  should  be  the  work  and  the  activity  of  pnvate 
enterprise.     Thank  you  very  much,  Mr.  Fei^uson.         _       ,      .      , 
Mr  Spence.  You  represent  the  banks  of  New  Jersey,  I  understand. 
Mr.  Frank  C.  Ferguson.  Yes;  I  am  the  chairman  of  a  committee 
appointed  by  the  New  Jersey  Bankers  Association. 
Mr  Spence.  That  includes  the  National  and  State  banks .^ 
Mr.  Frank  C.  Ferguson.  Everythmg,  yes,  sir;  m  the  btate. 
Mr.  Spence.  What  percentage  of  the  assets  of  the  bank  are  loaned 
on  small  homes,  have  you  any  idea? 
Mr.  Frank  C.  Ferguson.  No;  I  haven  t.  ,      f  ,  _.* 

Mr.  Spence.  Have  you  any  idea  what  the  average  rate  of  mterest 

would  be  in  New  Jersey?  ^  ,,  •  •  „♦;+„ 

Mr.  Frank  C.  Ferguson.  Yes;  I  can  tell  you  in  our  own  mstitu- 
tion.  On  our  mortgages  which  we  have  m  our  portofolio  we  am 
making  an  average  of  4}2  percent. 
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Mr.  Spence.  You  are  making  an  average  oi  4%  percent? 

Mr.  Frank  C.  Ferguson.  Yes. 

Mr.  Spence.  Are  they  insured? 

Mr.  Frank  C.  Ferguson.  No. 

Mr.  Spence.  Do  you  sell  any  of  that  paper? 

Mr.  Frank  C.  Ferguson.  Do  we  sell  any  of  the  F.  H.  A.  mort- 
gages that  we  took? 
.   Mr.  Spence.  Yes. 

Mr.  Frank  C.  Ferguson.  Yes. 

Mr.  Spence.  Do  you  still  service  them  after  you  sell  them? 

Mr.  Frank  C.  Ferguson.  Yes. 

Mr.  Spence.  You  continue  to  service  them? 

Mr.  Frank  C.  Ferguson.  Yes;  we  retain  the  servicing  rights. 
.  Mr.  Spence.  What  percentage  of  the  value  of  the  property  do  you 
loan? 

Mr.  Frank  C.  Ferguson.  You  mean  other  than  F.  H.  A.  mort- 
gages? 

Mr.  Spence.  Other  than  F.  H.  A.  i 

Mr.  Frank  C.  Ferguson.  Fifty  percent.  We  Are  a  national  bank, 
I  am  talking  about. 

Mr.  Spence.  Is  that  amortized? 

Mr.  Frank  C.  Ferguson.  No;  in  the  old  days  we  did  not  amortize. 
We  loaned  50  percent  of  the  then  value  of  the  property. 

Mr.  Spence.  That  is  what  you  continue  to  loan  on  mortgages  out- 
standing? 

Mr.  Frank  C.  Ferguson.  We  have  not  made  any  mortgage  loans 
without 

Mr.  Spence  (interposing%.  What  has  been  the  percentage  of  the 
loss  on  mortgages  to  the  homes?  '         .  * 

Mr.  Frank  C.  Ferguson.  In  our  section?  '  / 

Mr.  Spence.  In  your  organization. 

Mr.  Frank  C.  Ferguson.  Very  heavy,  on  50  percent. 

Mr.  Spence.  On  the  50  percent? 

Mr.  Frank  C.Ferguson.  Very  heavy;  yes. 

Mr.  Spence.  Has  that  continued  over  a  long  period  of  time? 

Mr.  Frank  C.  Ferguson.  Up  to  1929  the  losses  on  such  loans  were 
negligible.  Since  1929  the  losses  on  50-percent  mortgages  have  been 
very  heavy. 

Mr,  Spence.  Are  tiiese  old  mortgages  which  you  made  before  that 
period,  which  you  carried  along,  amortized  over  a  period  of  20  years? 

Mr.  Frank  C.  Ferguson.  Made  in  that  period,  say  from — ours 
are  made  in  the  period  from  1923  to  1929,  which  we  got  caught  with 
in  1929;  losses  on  those  mortgages  have  been  very  heavy. 

Mr.  Spence.  It  is  on  the  old  mortgages  which  you  made  before 
1929  that  you  sustained  your  greatest  losses? 

Mr.  Frank  C.  Ferguson.  That  is  right.  We  haven't  made  any 
since  1929. 

Mr.  Spence.  You  cannot,  under  the  F.  H.  A.? 

Mr.  McKeough.  Is  that  why  we  have  the  F.  H.  A.,  Mr.  Ferguson? 

Mr.  Frank  C.  Ferguson.  Yes;  that  is  why  you  have  the  F.  H.  A. 

Mr.  Hancock.  Mr.  Ferguson,  what  was  the  average  term  of  your 
straight  mortgage  loans? 


Mr.  Frank  C.  Ferguson.  We  made  them  all  in  our  section  of  the 
country,  and  I  think  in  New  York  and  New  Jersey.  I  think  in  New 
York  the  banks  make  loans  for  1  year. 

Mr.  Hancock.  What  percent  of  your  straight  mortgages  were  paid 
at  maturity,  and  what  percent  of  them  had  to  be  renewed  or  re- 
financed? ,  -  __^ 

Mr.  Frank  C.  Ferguson.  We  never  bothered  to  renew  them.     We 

ran  them  along  as  past-due  mortgages. 

Mr.  Hancock.  You  ran  them  along  as  past-due  mortgages? 

Mr.  Frank  C.  Ferguson.  Yes.     Everybody  does. 

Mr.  Hancock.  What  percent  of  them  were  paid  off  at  the  end  of  1 

year? 

Mr.  Frank  C.  Ferguson.  Practically  nothing. 

Mr.  Crawford.  Mr.  Ferguson,  with  reference  to  this  10-percent 
purchase  by  the  member  banks,  assuming  that  mechanism  is  com- 
pletely carried  through  and  the  banks  thus  woven  into  the  mortgage 
fabric  of  the  Nation,  do  you  feel  that  that  would  give  the  mortgage 
holder  as  fair  a  chance  for  marketing  his  mortgage  paper  from  time  to 
time  and  liquidating  quickly,  as  a  stockholder,  when  he  uses  the 
mechanism  of  the  stock  exchange  to  bring  about  his  liquidation? 

Mr.  Frank  C.  Ferguson.  I  am  not  following  you.  I  could  not 
follow  your  question.     Give  that  to  me  again. 

Mr.  Crawford.  If  the  member  banks  weave  themselves  into  the 
mortgage  financing  fabric  of  the  Nation  as  you  have  suggested,  do  you 
feel  that  that  would  bring  about  a  liquidating  mechanism  for  the  mort- 
gage holder,  that  would  come  to  his  rescue  in  liquidating,  as  a  stock 
exchange  comes  to  the  rescue  of  the  man  who  holds  corporate  stock  and 
desires  to  liquidate? 

Mr.  Frank  C.  Ferguson.  No. 

Mr.  Crawford.  That  is  all  I  have. 

The  Chairman.  Thank  you  very  much,  Mr.  Ferguson. 

(Wliereupon,  at  12:40  p.  m.,  the  committee  adjourned  to  10  a.  m., 
Friday,  December  10,  1937.) 
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friday,  dbcbmbbb  10,  1937 

House  of  Representatives, 
Committee  on  Banking  and  Currency, 

Wdshingtorij  D,  C, 

The  committee  met,  pursuant  to  adjoumment,  at  10  a.  m.,  Hon. 
Henrv  B.  Steagall  (chairman)  presiding. 

PrYsent:  mIssfs  Steagall,  Goldsborough  R^^yuHancock  Wd- 
liams,  Spence,  Farley,  Meeks,  Ford  of  Cahforma,  Brown  Patman, 
McKeough,  Evans,  Transue,  McGranery,  Barry,  Wolcott,  Gifford, 

Luce,  Crawford,  and  Gamble.  .         .,         i.       /        xt^«.  v^^ir 

The  Chairman.  Gentlemen,  there  is  a  witness  here  from  New  York 
who  desires  2  minutes.     We  shall  be  glad  to  hear  him. 

STATEMENT  OF  JOSEPH  E.  HUGHES,  PRESIDENT  OF  THE  WASH- 
INGTON  IRVING  TRUST  CO.,  TARRYTOWN,  N.  Y. 

Mr.  Hughes.  Mr.  Chairman,  we  have  made  approximately  1,200 
Federal  housing  loans 

The  Chairman.  Now,  who  is  ' Ve  ?        ^  _,         .  m        . 

Mr.  Hughes.  The  Washington  Irving  Trust  Co  ,  of  Tarirtow^^^ 
N  Y  of  which  I  am  president— amountmg  to  about  $5,500,0UU,  and 
b  excess  of  the  amount  required  in  our  portfolio,  we  have  sold  these  to 
about  32  lending  institutions,  including  banks,  insurance  companies, 
and  charitable  organizations  located  in  northern  New  York,  Vermont, 
Maryland,  New  Jersey,  Indiana,  and  Ohio. 

It  has  been  our  experience  that  many  mstitutions  are  not  convinced 
that  these  mortgages  even  at  80  percent  of  the  appraised  value  and  a 
return  of  approximately  5  percent  are  an  attractive  investment.  In 
other  words,  it  has  required  considerable  salesmanship  to  dispose  of 
these  mortgages,  and  only  a  very  small  percentage  of  the  institutions 
that  have  been  contacted  have  shown  any  interest  m  them  at  all. 

A  great  many  of  the  insurance  compames  have  neither  made  nor 
purchased  any  of  these  loans.  In  cases  where  they  have  bought,  they 
have  taken  only  what  would  be  considered  a  prune  nsk,  and  have 

paid  Uttle  attention  to  the  guarantee.  ,    ,      xr       v^.i.  ru^ 

Very  few  of  the  mortgages  have  been  made  by  New  York  Uity 
savings  banks  or  commercial  banks.  While  a  fair  percentage  of  the 
F  HA  loans  that  have  been  made  in  the  country  have  been  made 
in  the  New  York  area,  the  building  program  of  the  last  few  years 
would  not  have  been  possible  if  banks  such  as  ours  had  not  been  able 
to  bring  capital  to  the  New  York  market  from  other  parts  of  the  coun- 
try where  building  has  not  been  so  active.  It  has  also  been  our  ex- 
perience that  it  is  much  more  difficult  to  sell  mortgages  on  houses 

under  $6,000  than  on  those  over  $6,000. 
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I  firmly  believe  that  if  the  risk  is  increased  and  the  rate  of  return 
lowered  this  market  .will  dry  up.  The  return  that  these  investors 
will  receive  in  comparison  to  tax-exempt  bonds  will  not  be  sufficiently 
attractive  to  offset  the  risk  involved  in  the  additional  bookkeeping. 

It  has  been  our  observation  that  houses  in  this  community  sold  well 
until  business  started  to  drop  off.  Lack  of  confidence  in  the  future 
and  the  high  cost  of  labor  and  materials  slowed  up  building  rather 
than  the  cost  of  finance  or  down  payment. 

I  believe  that  the  interest  rate  in  comparison  to  tax-exempt  bonds 
is  not  sufficiently  attractive,  if  you  reduce  it  any  more,  because  of 
the  additional  risk  and  the  additional  amount  of  bookkeeping  required 
on  F.  H.  A.  mortgages. 

The  Chairman.  We  thank  you  very  much  for  your  statement. 

Mr.  Farley.  Mr.   Chairman,   there  is  one  thing  he  brought  up 

there,  I  wish  he  might  explain  now.     You  just  made  a  statement  that 

mortgages  under  $6,000  were  much  more  in  demand  than  those  above? 

■  Mr.  Hughes.  I  said  those  above  $6,000  were  more  in  demand  than 

those  below. 

Mr.  Farley.  I  just  got  it  reversed  then.  In  other  words  a  $10,000 
mortgage  is  more  in  demand  than  a  $6,000  mortgage? 

Mr.  Hughes.  We  have  found  that  in  our  experience. 

Mr.  Farley.  How  does  it  happen  that  the  Home  Owners'  Loan 
Corporation  is  not  having  that  experience? 

Mr.  Hughes.  I  could  not  answer  that. 

Mr.  Farley.  That  is  a  very  important  matter  before  this  committee 
It  has  already  been  up  for  discussion.  The  Home  Owners'  Loan 
Corporation  has  foreclosed  a  lot  of  mortgages.  They  have  very 
little  difficulty  selUng  houses  at  $6,000  and  under,  but  when  it  gets 
up  to  around  $10,000  they  cannot  sell  them  at  all. 

Mr.  Hughes.  The  Home  Owners'  Loan  Corporation  houses  were 
of  a  different  type  than  the  ones  you  are  talking  about  under  the 
Federal  Housing.  They  were  the  old  type  of  houses.  The  large 
mortgages  are  on  large,  old  houses  that  are  antiquated,  whereas  your 
houses  here  are  modern  houses,  the  mortgages  of  $10,000. 

Mr.  Farley.  That  is  all  I  wanted  to  ask. 

The  Chairman.  Our  next  witness  is  Mr.  Bodfish. 

STATEMENT  OF  MORTON  BODHSH,  EXECUTIVE  VICE  PRESIDENT 
OF  THE  UNITED  STATES  BUILDING  AND  LOAN  LEAGUE,  333 
NORTH  MICHIGAN  AVENUE,  CHICAGO,  ILL. 

(Mr.  Bodfish  presented  a  typewritten  statement  including  amend- 
ments, which  is  as  follows:) 

Statement  re  Legislation  to  Stimulate  Construction  of  Homes  and 

Apartments  (H.  R.  8520  and  S.  3055) 

(By  Morton  Bodfish,  executive  vice  president  of  the  United  States  Building  and 

Loan  League,  Chicago,  lU.^) 

The  savings,  building,  and  loan  associations  of  the  United  States  are  anxious 
to  do  everything  practical  and  possible  to  encourage  the  buying,  building,  and 
owning  of  homes  and  the  improvement  of  housing  and  employment  conditions 
throughout  the  United  States.  These  thrift  and  home-financing  institutions  con- 
sider it  most  appropriate  that  the  President  of  the  United  States  should  ask  the 
Congress  to  consider  this  question  at  this  time.  We  are  in  favor  of  general  re- 
trenchment in  Government  activities  and  expenditures.     We  believe  that  house- 


building activity  follows  or  accompanies  general  business  activity  Much  greater 
building  activitv  would  undoubtedly  have  taken  place  in  recent  years  had  i  ot 
costs  completely  outrun  rents.  High  costs  and  low  rents,  coupled  wih  vaca  cies 
and  unabsorbed  existing  property,  inevitably  make  a  slow  r^al-estate  and  ne^- 
construction  market.  Frankly,  in  most  cities  and  towns  it  has  been  cheaper  to 
rent  or  purchase  existing  properties  than  to  build  new  homes  or  apartment  build- 
ings The  problem  is  a  serious  one  and  we  trust  that  the  committees  of  the 
Congress  will  canvass  all  available  resources  and  methods  which  can  contribute 
to  the  objective  properlv  stated  by  President  Roosevelt  in  his  housing  message, 
namely,  ''private  enterprise  and  private  capital  must  bear  the  burden  of  provid- 
ing  the  great  bulk  of  new  housing."  Today,  except  for  a  few  areas,  our  thrift 
and  honie-financing  institutions  are  actively  financing  the  repair,  buying,  build- 
ing, and  owning  of  homes.  In  1936  our  institutions  loaned  nearly  a  billion 
dollars  and  this  year  we  will  pass  this  figure.  .    ,t.    t>       j     +»  „„^ 

The  legislation  proposed  to  carry  out  the  objectives  m  the  President  s  message 
deals  exclusivelv  with  amendments  to  the  National  Housing  Act  (F   H.  A.)      A 
number  of  the  proposals  we  feel  merit  trial  and  can  be  supported  by  our  thritt 
and  home-financing  institutions.     Others  need  careful  scrutiny  as  to  whether  they 
will  accomplish  in  an  orderly  way  better  housing  and  greater  home  ownership  in 
the  United  States  through  private  enterprise.     Questions  of  fundamental  long- 
time policies  are  involved  upon  which  may  depend  the  future  course  of  home 
financing  in  this  country.     For  example,  should  the  leadership  and  Treasury  of 
the  Federal  Government  be  thrown  behind  the  building  of  large  apartment  dwell- 
ings for  rent,  primarilv  in  large  cities?     Should  the  guaranty  or  insurance  of  pri- 
vate mortgage  debt  become  permanent  policy  and  be  placed  on  a  subsidy  basis 
with  the  United  States  Treasury  obligated  to  repay  the  commercial  banks  (who 
are  and  will  be  the  principal  lenders  under  the  new  legislation)  in  a  future  de- 
pression or  real-estate  deflation?     Is  it  truly  "private  enterprise    if  Government 
capital  must  be  used  to  organize  national  mortgage  associations  to  make  and  buy 
the  mortgages  insured  or  guaranteed  by  the  Government  through  l^.H.  A.f     is 
it  in  the  interest  of  local  institutions  and  private  enterprise  for  the  Goyernnient 
to  attempt  to  control  interest  rates  and  loan  terms   possibly  to  the  point  where 
communitv  thrift  institutions,  with  their  billions  of  funds  supplied  by  savers  and 
investors,  the  "little  lenders"  of  the  United  States,  cannot  successfully  operate/ 
The  amendments  and  suggestions  which  follow  have  two  purposes:    l-irst,  to 
direct  the  F   H    A.  activities  toward  new  construction,  repairs,  and  employment 
on  a  fair  basis  that  does  not  involve  undue  risk,  subsidy,  or  ^Iti^^f.^^^^/f,  *^,^ 
part  of  the  Government:  and,  secondly,  to  so  modify  existing  legislation  that  our 
thrift  and  home-financing  institutions  which  are  today  doing  from  half  to  two- 
thirds  of  the  home  financing,  can  continue  to  function  effectively  under  the  ne^^ 
conditions  which  mav  grow  out  of  this  legislation.     Again,  our  savings,  building, 
and  loan  associations  are  anxious  to  cooperate  in  every  way  to  serve  the  general 
welfare      We  believe  that  our  100  and  more  years  of  experience  in  cooperative 
activitv  in  practicallv  every  community  in  the  United  States,  through  which  over 
8,000,000  families  have  been  enabled  to  build  or  acquire  homes,  attests  our  use- 
fulness and  objectives. 

The  amendments,  preceded  by  a  brief  explanation,  follow. 

suggestions  and  amendments  to  H.  R.  8520  AND  S.  3055  SUBMITTED  BY  THE  UNITED 

STATES    BUILDING    AND    LOAN   LEAGUE 

Section  5,  pages  2-3.— The  President's  message  clearly  suggests  a  limitation 
of  $2,000,000,000  on  the  amount  of  mortgages  insurable  under  the  JNational 
Housing  Act.     The  bill  permits  this  limit  to  be  raised  "with  the  approval  of  the 

Assuming  that  $2,000,000,000  is  the  limit  to  which  the  President  and  Treasury 
advisers  desire  the  United  States  Treasury  to  assume  ultimate  or  contingent 
liabilities  as  regards  the  insurance  of  these  private  mortgage  debts,  the  question 
of  continuing  to  underwrite  or  guarantee  mortgages  now  in  existence  should  be 
explored  in  relation  to  the  need  for  new  construction  and  employment.  It  a 
billion  dollars  in  mortgages  are  now  insured,  only  a  billion  remains  to  carry  out 
the  broad  program  which  is  contemplated  for  the  F.  H.  A.  in  the  pending  legisla- 

1  ThP  T^nited  States  I^a?ue  is  the  national  trade  organization  of  (cooperative  thrift  and  home-financing 
inStions  TheS?nst1tut"ons  have  been  active  in  the  United  States  since  1831  in  encouraging  thnt  and 
Sg  accSnnilated  sp.vings  and  investments  exclusively  to  finance  the  buymg.  buildmg,  and  cwning  of 
homl«  bv  hieh-wrcentage,  long-term,  amortized  first  mortgages.  The  league  represents  oyer  f.OOO  mdi- 
vSal  institutions  and  47  State  leagiies.  Its  member  institutions  have  80  percent  of  the  total  assets  of 
i^?h  insStu  SS  ?Se  United  Statefand  include  savings  and  loan  associations,  building  and  l^n  ^soo.w- 
tions  cooperative  banks,  and  Federal  savipgs  and  loan  associations  m  every  part  of  the  Inited  States. 
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tion.  Of  the  billion  now  "accepted  for  insurance"  (which  does  not  mean  pre- 
mium-paying mortgages)  approximately  $600,000,000  involves  the  guaranteeing 
and  refinancing  of  existing  debts  and  only  $400,000,000  represents  new  construc- 
tion. This  legislation  provides  for  the  retirement  of  the  F.  H.  A.  from  insurance 
of  existing  private  mortgage  debts  on  July  1,  1939.  We  recommend  that  the 
F.  H.  A.  immediately  concentrate  all  its  activities  on  new  construction  and  struc- 
tural repairs  and  thus  aid  building  and  employment  exclusively.  As  3  years  of 
effort  of  the  F.  H.  A.  have  not  substantially  revived  new  construction,  it  would 
seem  that  the  emphasis  might  very  properly  be  placeed  on  recovery  in  business, 
rather  than  the  reform  and  guarantee  of  existing  mortgage  debt. 

We  therefore  recommend  the  following  amendment,  which  after  January  1, 
1938,  would  concentrate  the  F.  H.  A.  on  business  and  guarantees  which  would 
encourage  and  support  new  construction  and  employment: 

Section  5,  page  3,  line  4,  of  H.  R.  8520  and  S.  3055  is  amended  by  striking 
out  the  words  and  figures  "July  1,  1939"  and  inserting  in  lieu  thereof  the 
words  and  fiugres  ** January  i,  1938."^ 

Section  7,  pages  3-4. — This  section  proposes  90-percent  loans  to  owner  occu- 
pants of  newly  constructed  homes.  We  are  doubtful  as  to  whether  trustee  in- 
stitutions can  wisely  use  savers'  and  investors'  funds  in  making  such  high-per- 
centage advances  unless  additional  and  substantial  safeguards  are  provided. 
Variations  in  appraisal  judgments,  economic  conditions,  shifting  districts,  absence 
of  city  zoning  and  planning,  taxes  as  prior  liens,  foreclosure  delays  and  expenses, 
depreciation,  obsolescence  and  the  like,  make  such  loans  hazardous  for  the  insti- 
tutional lender. 

Much  is  said  of  the  experience  in  Great  BritaiUj  where  building  societies 
(savings  and  loan  associations)  make  90-percent  loans.  This  is  true,  but  the 
builders  and  those  who  immediately  profit  in  the  building  transaction  margin 
those  loans  with  cash  or  securities  and  co-sign  or  endorse  their  repayment  down 
to  a  normal  75  or  80-percent  advance.  This  means  that  those  who  profit  from 
the  building  and  real-estate  operations  assume  a  part  of  the  risks  attending  such 
abnormal  financing.  In  the  F.  H.  A.  proposal,  the  losses  are  to  be  assumed  in 
part  by  mortgage-lending  institutions,  but,  in  the  main,  by  the  mutual-mortgage 
fund  and  the  Treasury  guaranty  of  its  securities.  If  it  is  desirable  to  give  90- 
percent  financing  to  the  citizen  who  builds  or  buys  a  home  for  his  ow»  occupancy, 
we  suggest  that  British  experience  be  followed  and  that  other  parties  to  the  trans- 
action be  required  to  share  the  risks  and  responsibilities  of  90-percent  advances, 
rather  than  realizing  their  profits  and  stepping  out  of  the  transaction,  leaving 
the  owner,  the  thrift  institution,  and  the  Government  all  the  risks  of  loss.  It 
does  not  seem  unfair  to  ask  those  who  substantially  and  immediately  profit  to 
leave  a  modest  portion  of  their  profits  in  the  transaction  for  the  protection  of  the 
lender  and  the  Government.  Further  there  would  automatically  be  a  more  careful 
selection  of  purchasers,  an  influence  for  better  construction,  and  a  continuing 
interest  on  the  part  of  the  builder  or  real-estate  operator.  We  therefore  propose 
that  the  builder  or  real-estate  operator  endorse  this  paper  until  it  is  paid  down  to 
75  percent  of  the  original  appraisal  and  also  place  in  a  builders'  pool  or  deposit 
5  percent  of  the  original  appraised  value.  Stated  briefly,  this  would  achieve  the 
President's  objective  of  a  90-percent  loan  to  the  home  owner  and,  at  the  same 
time,  a  reasonable  added  protection  would  be  required  for  the  financial  institution 
and  the  Government  in  connection  with  these  high-percentage  risky  advances. 

We  further  feel  that  the  President's  message  proposes  that  such  loans  be  made 
to  facilitate  the  construction  of  homes  for  people  of  small  or  moderate  incomes,  but 
still  above  the  lowest-income  group  (which  are  to  be  assisted  through  the  sub- 
sidized and  slum-clearance  housing  under  the  United  States  Housing  Act  of  1937). 
A  $5,400  loan  for  this  medium-income  group  is  higher  than  necessary  in  the  smaller 
cities  and  too  low  for  some  of  the  larger  cities. 

We  therefore  propose  the  following  two  amendments  to  section  7: 

Section  7,  page  4,  line  e,  of  H.  R.  8520  and  S.  3055  is  amended  by  striking 
out  the  figures  "$5,400"  and  inserting  in  lieu  thereof  the  words  and  figures 
*'$4.,500  to  $7,200,  depending  on  and  varying  with  the  size  oj  the  town  or  city 
and  the  prevailing  cost  of  providing  homes  for  persons  of  low  or  moderate  income, 
to  be  prescribed  in  rules  and  regulations  by  the  Administrator." 

Section  7,  page  4,  line  17,  of  H.  R.  8520  and  S.  3055  is  amended  by  adding 
at  the  end  of  said  section  the  following  additional  language: 

"/n  all  cases  where  mortgage  insurance  is  applied  for  in  an  amount  in  excess 
of  80  per  centum  of  the  appraised  value  of  the  property  the  applicant  shall  submit 


*  Material  italicized  in  amendments  indicates  changes  or  additions  to  existing  law. 


an  agreement  in  form  satisfactory  to  the  Admimstrator,  executed  by  thebutldtng 
contractor,  a  building  material  dealer,  real  estate  developer,  or  any  oth^^^^^ 
firm,   or  corporation  immediately   profiting  from  such   building  JjJ^ff^^^'^f^ 
effectively  binding  such  person,  firm,  or  corporation  to  cosign  or  endorse  such 
loan  over  and  above  75  per  centum  of  the  original  appraised  value,  and  hmding 
sudi  person,  firm,  or  corporation  to  deposit  in  cash  or  securities  acceptablejo 
the  Administrator  and  approved  by  the  mortgagee  an  ^^'^^^''j  ^ZTnntfemeJ 
per  centum  of  such  loan  with  the  approved  mortgagee  to  secure  ^^^'^  agreement 
and  final  mortgage  insurance  shall  not  be  granted  in  such  cases  until  there  had 
been  compliance  satisfactory  to  the  Administrator. 
Section  9   vaae  5  —No  amendment  is  formally  offered  to  this  section.     Atten- 
tion  isXectedCihelct  that  the  Government  will  undoubtedly  be  subsidizing 
the  insurance  or  guaranty  of  private  mortgage  debts  through  the  change  m^^^^ 
premium  arrangements.     The  premiums  are  to  be  determ  ned  on  duninishing 
balances  of  the  mortgage,  rather  than  continuing  on  the  original  principal      This 
wm  cut  behalf  tLp^^^^^        income  of  the  F.  H.  A.  on  guaranteed  mortgages 
Further  a  quarter  of  1  percent  premium  on  dipiinishing  balances  is  proposed,  as 
Regards  theToTer^^^^^^  n^w  construction  loans,  a  decrease  of  75  Percent  in  premium 
Income  to  the  F.  H.  A.  mutual-mortgage  fund      It  does  not  seen,  logical  th^^^^^ 
one-half  of  1  percent  premiums  are  needed  to  insure  or  guarantee  80  percent 
mortgages,  that  one-quarter  of  1  percent  will  protect  the  Government  on  90 
percent^riks.     It  is  clear  that  this  adjustment  in  premiums  further  puts  the 
insurance  on  a  subsidy  basis,  as  the  expenses  of  ^^^^  J.JI^^^- P^^*^?^  ^e^r 
oneration  tO  date  have  been  many  tunes  the  income  from  premiums      As  near 
afwe  can  discover  from  published  reports,  the  premium  income  and  appraisal 
fnc^me  uSder  t?tle  II  is  less  than  $6,000,000,  while  the  F.  H.  A  has  drawn    rom 
the  RFC  over  $51,000,000  for  its  promotion  and  expenses  (jncludmg  title  I, 
and  $io  000.000  originally  allocated  to  the  mutual-mortgage  fund).     Of  the  mort- 
gage voCeTth^^  list  2  or  3  years  only  approximately  20  percent  ha%been  insured 
or  guaranteed  under  the  F.  H.  A.  plan,  only  a  small  percentage  of  J^e  fi^ancw^^^ 
institutions  have  made  insured  mortgages  and,  finally,  nearly  two-thurds  of  the 
F  HA  insured  or  guaranteed  mortgages  have  been  made  by  commercial  banks 
(both  State  and  national).     Many  financial  inst  tutions  have  felt  that  if  the 
mortgage  was  a  sound  loan  and  a  good  risk  that  insurance  was  not  needed  and 
S^it  waf  a  doubtful  loan,  it  should  not  be  made  regardless  of  the  partial  guaranty . 
mwsecHon  Sa.-Great  misunderstanding  on  the  part  of  the  public  has  surround- 
ed  throTerations  of  title  II,  F.  H.  A.,  a^  regards  costs  to  the  borrower.     Instead  of 
the  mucndvertised  and  piblicized  5  percent,  the  cost  to  the  borrower  has  run  6^ 
and^p      Financial  institutions  whose  prevailing  rates  were  equal  or  lower  were 
p?aced^in  the  difficult  position  of  explaining  that  the  Government-insure^^^^^^ 
eaires  involved  costs  to  the  borrower  in  excess  of  5  percent      The  full  facts  were 
not  publicized  or  understood  by  the  public.     Community  thrift  institutions  such 
as  savings    building,  and  loan  associations,  must  reasonably  meet  competitive 
sftuXnsind  must  survive  on  the  basis  of  their  abiUty  to  render  a  fair-priced  and 
Tbetter  se?vL  than  their  competitors.     We  believe  that  the  pubic  interest  would 
Ls^rverand  fair-business  practice  maintained  if  appropriate  statutory  require- 
ments were  made  providing  for  the  full  disclosure  and  recording  of  all  costs  in- 
volved in  an  F.  H.  A.  insured  mortgage.  ,     ^v    x'  xr    a   ^y.in\.  ^ni  *.limi. 
The  following  amendment  proposes  procedure  for  the  F.  H.  A.  which  wiU  elimi- 
nate one  of  the  most  discouraging  competitive  features,  as  far  as  insured  mortgages 
are  concerned: 

Immediately  following  section  9,  add  the  foUowing  new  and  additional 

^^  "sTc.^9a.  Subsection  (d)  of  section  203  of  title  II  of  the  National  Housing 
Act  is  amended  to  read  as  follows:  , 

"'(d)  The  Administrator  is  authorized  and  directed  to  make  such  rules  and 
regulations  as  may  be  necessary  to  carry  out  the  provisions  of  this  section. 
"  Such  ruUs  and  regulations  shall  prescribe  the  interest  rate,  ^h^/'^^^.^^^lJ-f^l' 
and  the  fees  or  other  charges  for  commission,  brokerage,  initial  service  farge, 
appraisal,  title,  and  any  other  fee  or  charge  permitted  by  such  rules  and  regulations 
to  be  made  against  the  mortgagor  by  Federal  Housing  Administration  the  ap- 
proved mortgagee,  or  any  other  person,  firm,  or  corporation.  Upon  the  dosong  of 
each  insured  mortgage  or  mortgage  upon  which  application  for  msurance  is  to  be 
made  a  full  and  clear  statement  of  the  interest,  insurance,  .f^^^eceomrnission, 
brokerage,  repayment  penalty,  fees  and  any  other  charges  paid  or  \o  be  paid  by  the 
mortgagor  sMll  be  prepared  and  signed  by  the  mortgagee  and  furnished  to  the  morU 
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gagor^  and  a  signed  copy  of  the  same  shall  be  furnished  to  Federal  Housing  Ad- 
ministration with  the  final  application  for  mortgage  insurance.  The  interest 
rate  on  insured  mortgages  shall  not  be  published  without  publication  of  the  total 
cost  to  the  borrower  of  such  insured  mortgage  by  a  statement  of  the  total  effective 
cost  of  the  money  to  the  borrower^  including  all  items,  or  by  a  statement  of  such 
items.'  " 

Section  11,  page  9. — No  formal  amendment  is  offered  to  this  section.  It  is  im- 
portant because  it  makes  permanent  the  policy  of  issuing  debentures  fully  and 
unconditionally  guaranteed  as  to  principal  and  interest  by  the  United  States  Gov- 
ernment in  exchange  for  defaulted  mortgages  and  the  transfer  of  such  real  estate 
to  the  Government.  This  proposal  would  seem  to  admit  that  the  insurance  or 
guaranty  of  mortgages  cannot  succeed  as  originally  proposed  unless  lenders  are 
assured  of  Government  bonds  in  exchange  for  defaulted  mortgages. 

Section  20,  pages  14-15. — It  would  seem  desirable  to  grant  as  much  opportunity 
as  possible  to  reduce  the  liability  of  the  Government  on  these  guaranties  of  private 
debts.  This  section  provides  for  the  termination  of  the  insurance  in  case  a  mort- 
gage loan  is  repaid  or  foreclosed  (without  conveyance  to  the  Government).  As 
the  insurance  runs  primarily  for  ihe  benefit  of  the  lender,  it  would  seem  proper  to 
provide  by  statute  that  the  mortgagor  and  the  mortgagee  might  drop  the  insurance 
or  guaranty  of  the  mortgage  if  the  lender  was  willing  to  carry  the  risk  without 
insurance. 

The  following  amendment  is  therefore  offered: 

Section  20,  page  15,  line  8  of  S.  3055  and  line  10  of  H.  R.  8520  is  amended 
by  the  addition  of  the  following  language: 

"Upon  the  joint  request  of  the  mortgagor  and  the  mortgagee  made  to  the 
Administrator  in  writing  the  mortgage  insurance  with  respect  to  such  mortgagee 
and  such  mortgagor  shall  terminate  and  the  obligation  to  pay  the  annual  insur- 
ance premium  charge  shall  cease  and  all  rights  of  the  mortgagor  and  the  mortgagee 
under  sections  204  awd  205  shall  terminate." 

Section  22,  page  16-28. — No  formal  amendment  is  offered  to  this  section.  The 
section  completely  rewrites  the  present  section  207,  which  is  now  by  statute 
confined  to  housing  for  "persons  of  low  income."  This  general  restriction  is 
removed  from  the  statute  and  80-percent  loans  are  to  be  insured  or  guaranteed  by 
the  Government  on  properties  with  a  value  not  to  exceed  $1,200  per  room,  with 
all  matters  of  rent,  sales  charge,  capital  structure  and  the  like,  to  be  determined 
by  the  Administrator.     (See  subsec.  (b),  (1)  and  (2).) 

In  subsection  (e),  $1,000,000  of  funds  which  have  arisen  from  appraisal  fees 
paid  by  individual  home  owners  are  to  be  transferred,  to  be  used  as  a  revolving 
fund  for  carrying  out  section  207  in  guaranteeing  mortgages  for  the  building  of 
apartment  and  rental  properties.  If  this  $1,000,000  fund  is  not  adequate  to  pay 
losses,  the  Secretary  of  the  Treasury  is  committed  to  make  necessary  expendi- 
tures. 

The  theory  of  the  insurance  or  guaranty  is  that  the  Government  (F.  H.  A.) 
shares  or  takes  part  of  the  risk  of  the  lender.  Apparently,  under  subsection  (f) 
the  lender  on  large-unit  projects  is  not  required  to  risk  any  of  his  advance  in  the 
case  of  a  default  resulting  from  an  unwise  building  venture  or  a  business  recession. 
The  insurance  or  guaranty  of  benefits  to  corporations,  etc.,  building  large-unit 
apartment  or  rental  housing  under  the  pending  legislation  is  more  liberal  than 
that  made  available  to  individual  mortgages  on  homes.  For  example,  the  effect 
of  the  section  is  to  cause  Government-guaranteed  debentures  to  be  issued  to  the 
lender  almost  immediately  on  default,  with  the  Government,  through  the  Admin- 
istrator, assuming  full  responsibility  and  undertaking  the  foreclosure  action.  The 
debentures  issued  to  the  lending  institution  cover  all  its  loan  and  outlays.  Again, 
these  debentures,  as  provided  in  subsection  (g)  are  fully  and  unconditionally 
guaranteed  as  to  principal  and  interest  by  the  United  States,  It  would  seem 
that  this  strong  support  of  construction  of  rental  and  apartment  housing  by  Gov- 
ernment might,  in  the  long  run,  adversely  influence  the  American  ideal  of  home 
ownership.  To  a  certain  extent,  it  means  that  Government  credit  or  Govern- 
ment underwriting  is  being  placed  extensively  behind  building  ventures  designed 
essentially  for  private  profit  and  of  an  ordinary  business  nature. 

It  should  be  noted  in  subsection  (i)  that  the  Administrator  not  only  acquires 
possession  of  and  title  to  the  property  before  instituting  foreclosure  proceedings, 
but  is  obligated  to  refinance  the  project,  even  though  the  original  lender  has 
received  his  Government  debentures  and  is  entirely  out  of  the  transaction.  It 
should  be  noted  that  no  minimum  premium  or  maximum  interest  rates  apply  to 
this  section  as  exist  in  the  case  of  the  home  mortgages.     Coupled  with  the  pro- 
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posals  as  regards  national  mortgage  associations,  practically  direct  Government 

'XS  T5  T^e'^l'^^'Zl^^n^^^^  to  finance  the  construc- 

tion of  mult  iiaSy  dwellings  or  groups  of  not  less  than  25  single  family  dwellings, 
wWch™  sH^^^^  support  to  the  financing  and  construction 

of  mumfamily  oJ  apartmint  dwellings.     The  guaranties  are  supported  by  deben- 

^"'ied^nTTaa^^^^^^^  HI-  which  provides  for  national 

Jm  fLSonf;  No'uch  dis'count  or  wholesale  associations  ha^e^^^^^^^^^ 
nriranized  under  the  present  legislation,  even  though  the  R.  F.  C.  has  offered  to 
furn  sh  a  portSn  of  the  capital.  We  feel  that  the  organization  of  one  or  more 
natrimlmC^^^^  by  the  Government,  using  exclusively  Governme^^ 

capital,  is  a  cMrect  advance  or  expansion  in  Government-lending  act  vities.  ^\^^^^ 
are  opposed  to  the  creation  of  any  such  organizations  to  function  in  the  small 
mortcace  field  now  served  by  savings,  building,  and  loan  associations  and  other 
prWafe'o^  ctnnX       thrift 'institutions..  The  Federal  home-^oanbaij^^^^^^^^^^ 
in  which  nearly  4,000  building  and  loan  associations  and  a  limited  nu^^^^^^ 
savings  banks  and  insurance  companies  have  invested  over  $31,000,UUU  in  capital 
and  whose  12  Sanks  have  successfully  entered  the  capital  market  recently  to  the 
extent  of   $75  000,000,  represent  adequate  Government  provision  in  the  small- 
mXge  fieli     Whether^such  national  associations  are  needed  to  make  or  pur 
chase  the  large-unit  mortgages  created  under  sections  207  and  210  is  for  the 
Co^igress  to^  !ec  d^    but  we  are  unqualifiedly  opposed  to  the  .estabhshment  of 
these  organizations  with  Government  capital  to  duplicate  and  intrude  upon  the 
activities  of  the  12  Federal  home  loan  banks. 
We  therefore  suggest  the  following  amendment: 

Section  26,  page  32,  strike  out  all  of  subsection  (1),  lines  l»-20  of  S.  3055 
and  lines  12-22  of  H.  R.  8520,  and  insert  in  heu  thereof  the  following 

"(i)  to  make,   purchase,  and  sell  mortgages  or  securities  authorized  to  be 
insured  under  sections  207  and  210  of  this  Act;" 
National  mortgage  associations  are  not  needed  to  protect  the  liquidity  of  com- 
mercial banks  miking  F.  H.  A.  guaranteed  mortgages,  as  present  statutes  permit 
t^e  Federal  ^^^  wide  latitude  in  making  advances  to  members  on 

''TetioT2fT8%nd  29,  pages  32-35  of  S.  3055  and  33-35  of  H.  R  8520.-Th^ 
si^ificant  ch'anges  from  th'^B 'present  statute  are  that  national  -o^tgage^^^^^^ 
tions  can  be  started  by  placing  25  percent  of  the  P^f  ^^^^  ^^f^^^'^^^^X 
capital  in  mortgages,  rather  than  cash  or  Government  securities.    ^  "^tn^jn^^re, 
?t^s  provided  that  obligations  may  be  issued  to  20  times  the  amount  of  capital 
and  sur^his     TWs  is  a  5-percent  margin  on  very  long-time  securities,  which  seems 

^""^rw^provisions  are  even  more  significant  in  light  of  the  sweeping  and 
com^et'e  tarexLptions  provided  for  these  organizations  and   ^e  securrti^^^^^^^^ 

they  issue  from  all  State,  county,  9\^""^^^P^^\*^'^^*^^^:,:i* 'if'u^^^^^^ 
that  these  national  mortgage  associations  and  the  securities  which  thev  issue  oe 
exempted  f?om  Federal  taxation.  This  would  make  them  very  similar  in  status 
t^the  joint-st^ck  land  banks  which  functioned  in  the  farm  field  Such  tax  exemp- 
tions seem  hardly  appropriate  for  mortgage  companies  privately  managed  and 
operater?or  priva^  We  are  most  anxious  that  the  activities  of  national 

TrTgale  LsSclItions^e  concentrated  in  the  large-unit  field  if  it  is  necessary  t 
authorize  them  at  all.  Frankly,  we  would  much  rather  see  the  R^F  C.  purchase 
some  of  the  large-unit  obligations  guaranteed  under  sections  207  and  210,  if  C^ov- 
emment  funds  are  needed  at  this  time  for  large-unit  construction.  Late^^  J^^ 
necSs^ty  of  additional  Government-sponsored  mortgage  companies  as  contrasted 
with  the  private-trustee  institutions  or  organizations  developed  solely  with  private 

capital,  could  be  determined.  ,    .  ,     ^     .  ., 

Section  35,  page  38.— This  section  provides  for  the  renewal  of  t  tie  I  of  the 
NatloSHoJng  Act.  It  is  the  desire  of  savings  and  buUding  and  loan  associa- 
tions to  support  Ind  participate  in  the  activities  under  title  I  As  ^Vf  difficult 
or  ^possible  to  adapt  our  lending  arrangements  to  those  which  are  followed  by 
commercial  banks  and  finance  companies,  we  urge  that  ^^.^"^^".d^^^^f  ^^^^  nf^^^^^^ 
clearly  declaring  a  legislative  policy  with  regard  to  participation  of  savings  and 
loaraUciaLnl  and  like  institutions.  In  light  of  our  experience  with  the  regula- 
tions and  our  difficulties  in  functioning  under  title  I,  and  our  ^P/^^did  loss  record 
as  far  as  the  Government  guaranty  was  concerned,  we  are  most  anxious  that  this 
matter  be  d^^^^^^  in  tie  legislation.  .  We  do  not  advocate  the  G^nix^^^^^^^ 

assuming  the  losses  incurred  in  the  financing  of  refrigerators  and  other  appliances. 
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The  amendment  is  as  follows: 

Section  35,  page  89,  line  5  of  S.  8055  and  line  9  of  H.  R.  85 SO  are  amended  by 
the  addition  at  the  end  thereof  within  the  quotation  marks  of  the  following: 

*'The  Administrator  shall  provide  by  regulation  for  the  insurance  of  loans 
under  this  title,  made  for  the  repair,  modernization,  and  improvement  of  real 
estate,  repayable  on  an  amortized  basis,  insured  for  a  period  not  exceeding  five 
years,  and  on  a  basis  so  that  such  loans  may  be  made  by  savings  and  loan  associa- 
tions and  similar  institutions  consistent  with  the  law  under  which  such  institu- 
tions operate." 

AMENDMENTS   TO   FEDERAL   HOME   LOAN   BANK   ACT,    HOME    OWNERS*    LOAN   ACT   OF 
1933,  TITLE  IV  OF  THE  NATIONAL  HOUSING  ACT,  AND  THE  FEDERAL  RESERVE  ACT 

The  amendments  which  follow  are  proposals  which  have  been  considered  by 
committees  and  official  bodies  of  the  United  States  Building  and  Loan  League. 
Their  inclusion  in  the  pending  S.  305^  and  H.  R.  8520  is  urged  on  the  ground 
that  their  enactment  will  permit  our  institutions  which  are  members  of  the  home- 
loan  bank  system  or  which  have  their  shares  insured,  to  better  cope  with  the 
competitive  aspects  of  mortgage  business  created  by  the  new  legislation,  par- 
ticularly as  regards  rates,  and  also  assist  our  home-loan  bank  system  and  our 
institutions  in  continuing  the  expansion  of  home-financing  activities.  We  be- 
lieve that  with  these  amendments,  in  addition  to  the  suggestions  previously  made, 
we  can  do  a  useful  part  in  financing  the  ownership,  repair,  and  building  of  homes 
and  small  multifamily  properties  at  this  time. 

Section  88  (a  new  section  to  be  added  to  pending  bills). — This  amendment  revises 
the  definition  of  "home  mortgage"  in  the  Federal  Home  Loan  Bank  Act,  and 
would  permit  our  home-loan  banks  to  accept  as  security  for  advances  to  member 
institutions  mortgages  on  dwellings  housing  more  than  four  families.  A  con- 
cluding sentence  in  the  amendment  is  a  technical  change  which  is  needed  in 
connection  with  determining  the  amount  of  stock  subscription  required  of  member 
institutions. 

The  amendment  is  as  follows: 

Sec.  38.  Subsection  (6)  of  section  2  of  the  Federal  Home  Loan  Bank  Act, 
as  amended,  is  amended  to  read  as  follows: 

"(6)  The  term  'home  mortgage'  means  a  mortgage  upon  reaf  estate,  in 
fee  simple,  or  on  a  leasehold  (1)  under  a  lease  for  not  less  than  ninety-nine 
years  which  is  renewable  or  (2)  under  a  lease  having  a  period  of  not  less 
than  fifty  years  to  run  from  the  date  the  mortgage  was  executed,  upon  which 
there  is  located  or  to  be  immediately  built  a  dwelling  or  dwellings  for  not 
more  than  four  families,  or  for  more  than  four  as  determined  by  the  board, 
and  shall  include,  in  addition  to  first  mortgages,  such  classes  of  first  liens 
as  are  commonly  given  to  secure  advances  on  real  estate  by  institutions 
authorized  under  this  Act  to  become  members,  under  the  laws  of  the  State 
in  which  the  real  estate  is  located,  together  with  the  credit  instruments,  if 
any,  secured  thereby.  The  term  'home  mortgage'  shall  not  include  farms, 
ranches,  and  other  property  whose  value  arses  principally  from  its  nonresidential 
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Section  89  {a  new  section). — This  section  is  pointed  toward  precisely  the  same 
objective  as  the  preceding  amendment  and  deals  with  the  loan  section  of  the 
Home  Loan  Bank  Act,  while  the  preceding  amendment  deals  with  the  definition 
section.  This  amendment  i>ermits  home-loan  banks  to  accept  mortgages  up  to 
$30,000  or  even  higher,  if  permitted  by  the  Federal  Home  Loan  Bank  Board. 
It  complements  and  is  necessary  to  carry  out  the  principle  of  permitting  home- 
loan  banks  to  encourage  their  member  institutions  to  go  somewhat  beyond  the 
field  of  home  mortgages: 

Sec.  39.  The  first  tWo  sentences  of  subsection  (b)  of  section  10  of  the 
Federal  Home  Loan  Bank  Act,  as  amended,  are  amended  to  read  as  follows: 

"(b)  No  home  mortgage  shall  be  accepted  as  collateral  security  for  an 
advance  by  a  Federal  Home  Loan  Bank  if,  at  the  time  such  advance  is  made 
(1)  the  home  mortgage  loan  secured  by  it  has  more  than  twenty  years  to  run 
to  maturity,  or  (2)  the  home  mortgage  exceeds  a  figure  fixed  by  regulations  of 
the  board,  which  figure  shall  not  be  less  than  $30,000,  or  (3)  is  past  due  more 
than  six  months  when  presented,  unless  the  amount  of  the  debt  secured  by 
such  home  mortgage  is  less  than  50  per  centum  of  the  value  of  the  real 
estate  with  respect  to  which  the  home  mortgage  was  given,  as  such  real 


estate  was  appraised  when  the  home  -^ortgage  was  /""de      For  the  pur- 

ing  institution,  in  accordance  with  the  regulations  of  the  Board. 
Section  40  (a  neu,  section)  .-The  ^^^-^-".n^^'J.^'yXtxTnZr  Tis  "^ 

s^^i^u^rtts^hictraT^^^^^^^^^^ 

of  the  authorised  bonding  authority  of  the  H^^L-  Vhef^nd  is  needed  not  for 

\^^.^:^usX:^ir:^:^^^^e''^  ;>V"cSai  support^  *'-,rei'ireTf 

rcompaiSon  wUhnhr$'2VooVo^^^^^^^^^       whic^h^stSids  back  of  the  farm  land 

'"The  amendment  does  not  change  the  -^^t^nce  of  the  pr^^^^^^^^^^^ 
which  over  $200,000,000  have  been  mvested  ^y  the  Cc^ljoration  prn^^^^ 
shares  of  Federal  savings  and  loan  associations,  but  permits  the  ireasury  ana 
the  H   O.  L  C.  Board  to  act  should  a  financial  crisis  develop. 
The  amendment  is  as  follows:  .moo 

Sec  40    Subsection  (n)  of  section  4  of  the  Home  Owners'  Loan  Act  of  1933, 

the  approval  of  the  Secretary  of  the  Treasury,  f.'*^"  ^/ J.^.^j^^^^^^^^ 

nf  bonds   debentures,  or  notes  issued  under  section  11  of  the  tederal  ^^f^J^^j^l 

Bank  Act    as  Ze^^^^^^  and  any  funds  realized  by  the  Corporation  fromjhe 

f:i:YsLirZ^^^^^^^^^^  --^^^  --^->^  •^''^"ytLf  tterlntdZZres'' 
reinvested  by  the  Corporation  at  any  time  m  said  bonds,  notes,  and  debentures. 

ter:rF^diriXn'':tn5-;^o^n^sr^^^^^^^ 

£Sl?erbnfes\tl^n=\^^^^^^^^ 

TinvestS^  securities  other  than  mortgages.     Under  this  langmige    the 

xHStiS'w^uirnsr,  ron?xrto- tK^rtt  ^^:^ 

Ther  securities  rmrght  be  approved  by  the  Federal  Home  Loan  Bank  Board. 
The  amendment  is  as  follows: 

Sec.  41.  Subsection  (c)  of  section  5  of  Home  Owners'  Loan  Act  of  1933, 
as  amended  is  amended  to  read  as  follows:  *  4.i,«,v 

-S  Such  Associations  shall  lend  their  funds  only  on  t^^  security  of  their 
shares  or  on  the  security  of  first  liens  upon  homes  or  combination  of  homes 
and  business  oroperty  within  fifty  miles  of  their  home  office:  Provided,  That 
no^m^re  tTan%2^0%^^  Ihall  be  loaned  on  the  security  of  a  first  lien  upon  any 
one ?uch  property;  except  that  not  exceeding  30  per  centum  of  the  assets 
Tsuc^h  asrcS  may^be  loaned  on  i-P^oved  real  estate  -^thout^j;«g^;<^ 
to  said  $20,000  limitation,  and  without  regard  to  ^^^^ Jift>-mile   im      but 
secured  bv  first  lien  thereon:  And  provided  further.  That  any  portion  ot  tne 
assets  of  such  associations  may  be  invested  in  obligations  of,  orguaranXeed  as 
TlTindvallnri^^^^^     hy,  the  United  States,  the  stock  or  obligations  issued 
puVsuanF^othTpederal  Home  Loan  Bank  Act,  obligations  of  i^ej^de^^^^^ 
and  Loan  Insurance  Corporation,  or  m  other  securities  approved  by  the  Board 
Ind  provided  further.  That  any  such  association  which  ^s.  ^^^  ,1^^./;?°^^^ 
State-chartered  institution  may  continue  to  make  loans  ^m  the  territory  m 
which  it  made  loans  while  operating  under  State  charter. 
Section  A2  (a  new  sechon)  .—Litigation  is  now  pending  which  questions  the 
Tight  of  the  Federal  Government  to  charter  thrift  and  home-financing  institutions 
bv  challenging  the  constitutionality  of  that  portion  of  the  Home  Owners    Loan 
Act  of  1933   which  provided  for  Federal  savings  and  loan  associations.     Whde 
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the  district  court  decision  has  been  favorable,  appeal  has  been  made  by  officials 
representing  the  State  of  Wisconsin  and  it  is  important  that  over  1,200  Federal 
savings  and  loan  associations  have  a  statutory  vehicle  for  returning  to  State 
jurisdiction  if  the  higher  courts  reverse  the  lower-court  decision.  Further,  with 
the  Federal  Government  inviting  the  conversion  of  State  institutions  to  Federal 
ones,  it  seems  only  proper  that  provision  be  made  for  Federal  institutions  to  become 
State-chartered  ones  under  State  supervisory  authorities  if  their  members  so  desire. 
The  amendment  is  as  follows: 

Sec.  42.  Section  5  of  the  Home  Owners'  Loan  Act  of  1933,  as  amended, 
is  hereby  amended  by  inserting  after  subsection  (i)  a  new  subsection  to  read 
as  follows: 

'*(j)  Any  Federal  savings  and  loan  association  may  convert  itself  into  a 
State  chartered  savings  and  loan  association  or  mutual  savings  bank  upon  a 
vote  of  51  per  centum  or  more  of  the  votes  cast  at  a  legal  meeting  called  to  consider 
such  action:  such  conversion  shall  be  subject  to  the  laws  of  the  State  in  which  the 
institution  is  located  and  shall  be  consummated  only  upon  acceptance  of  the  in- 
stitution by  the  State  under  such  terms  and  arrangements  as  the  State  statutes 
and  the  supervisory  authorities  of  the  State  prescribe.  Upon  completion  of  such 
conversion^  the  association  shall  no  longer  be  subject  to  the  rules  and  regulations 
or  examination  by  the  Federal  Home  Loan  Bank  Board,  but  institutions  having 
Government  funds  invested  in  their  shares  may  not  convert  without  the  assent  of 
the  Federal  Board." 

Section  J^S  (a  new  section). — The  home-loan  banks  have  member  institutions 
with  assets  of  approximately  $4,000,(T00,000.  These  member  institutions  depend 
on  the  home-loan  banks  for  both  long-term  capital  and  for  emergency  funds 
should  a  period  of  financial  stress  arise.  In  order  to  strengthen  the  general 
financial  picture  in  emergency  periods  and  permit  the  Federal  Reserve  banks  to 
extend  the  same  accommodations  to  the  12  home-loan  banks  which  the  Reserve 
banks  may  now  extend  to  the  intermediate-credit  banks,  similar  provisions  are 
urged  as  additions  to  section  13a  of  the  Federal  Reserve  Act.  These  additions 
are  important  if  the  home-loan  banks  are  to  expand  their  usefulness  and  are  to 
properly  support  their  member  institutions  should  a  .period  of  deflation  and  with- 
drawals develop. 

Sec.  43.  Section  13a  of  the  Federal  Reserve  Act,  as  amende*d,  is  further 
amended  by  adding  the  following  two  new  sections: 

"Any  Federal  Reserve  bank  may,  under  rules  and  regulations  not  incon- 
sistent herewith  prescribed  by  the  Board  of  Governors  of  the  Federal  Re- 
serve System,  buy  debentures  of  bonds  issued  pursuant  to  the  provisions  of 
section  11  of  the  Federal  Home  Loan  Bank  Act,  as  amended. 

"Any  Federal  Reserve  bank  may,  subject  to  regulations  not  inconsistent 
herewith  prescribed  by  the  Board  of  Governors  of  the  Federal  Reserve 
System,  make  loans  to  Federal  home-loan  banks  upon  the  security  of  notes 
or  notes  secured  by  mortgage  or  other  real-estate  lien  taken  by  such  Federal 
home-loan  banks  pursuant  to  the  Federal  Home  Loan  Bank  Act,  as  amended, 
and  any  Federal  Reserve  bank  is  authorized  to  rediscount  such  notes  and 
notes  secured  by  mortgage  or  other  lien  on  real  estate  with  the  endorsement 
of  such  Federal  home-loan  banks." 

Section  44  (a  neiv  section). — In  connection  with  the  insurance  of  share  accounts 
there  has  been  much  complaint  about  examination  costs  and  duplicating  exami- 
nations. State  superivsory  officials  are  particularly  concerned  over  the  question. 
It  is  believed  by  our  people  that  the  Insurance  Corporation  can  absorb  the  cost 
of  such  examinations  as  they  find  necessary  out  of  the  annual  insurance  pre- 
mium. This  is  done  in  the  Federal  Deposit  Insurance  Corporation  and  we  urge 
that  this  precedent  be  followed  as  regards  institutions  under  the  Federal  Savings 
and  Loan  Insurance  Corporation.  The  Corporation  now  has  $110,000,000  in 
capital  and  reserves  and  its  premium  income  seems  much  more  than  necessary  to 
pay  examinations  and  still  steadily  accumulate  adequate  reserves. 

The  amendment  is  as  follows: 

Sec.  44.  Section  403  of  the  National  Housing  Act  is  hereby  amended  by 
adding  the  following  new  and  additional  subsection  (e) : 

"(e)  The  Corporation,  out  of  its  insurance  premiums,  shall  pay  for  all  regular 
examinations  to  which  insured  institutions  are  subjected  by  the  Insurance  Cor- 
poration. This  does  not  apply  to  examinations  prior  to  insurance  or  special 
examinations  arising  in  cases  of  default,  defalcations,  and  like  unusual  circum- 
stances.*' 


Section  45  (a  new  sedton)  .—This  amendment  is  a  companion  amendment  to  the 
previous  proposal.  We  are  certain  that  the  risk  assumed  in  the  insurance  of 
accounts  in  savings  and  loan  associations,  due  to  the  linaited  guaranty,  is  not 
Sry  as  great  as  those  assumed  by  the  Federal  Deposit  Insurance  Corporation 
n  the  insurance  of  bank  deposits.  The  statute  requies  the  building  of  substantial 
reserves  bv  insured  institutions  as  well  as  requiring  many  precautions  limiting  the 
insurance  Visks  assumed  by  the  Insurance  Corporation.  Also,  there  is  an  assess- 
ment feature  not  found  in  the  Federal  Deposit  Insurance  Corporation,  through 
which  institutions  may  have  to  pay  an  additional  one-eithth  of  1  percent  per 
annum,  if  required  by  the  Federal  Savings  and  Loan  Insurance  Corporation  for 
expenses  and  losses.  The  reason  that  we  ask  that  the  insurance  premium  be 
reduced  at  this  time  is  the  difficulties  our  institutions  encounter  m  meeting  con- 
stantlv  falling  interest  rates  and,  at  the  same  time,  in  paying  a  sufficient  return  to 
savers  and  investors  to  attract  capital.  It  is  roughly  estimated,  omitting  the  one- 
eighth  of  1  percent  premium  assessment  feature,  and  including  compulsory  alloca- 
tions to  reserves,  plus  cash  premiums,  plus  examination  charges,  that  it  is  costing 
many  institutions  almost  three-eighths  of  1  percent  per  annum  to  have  their 

accounts  insured.  .        .,  ,        r      -,      •         „  ,„^  «f 

We  therefore  offer  the  amendment  making  the  premium  for  the  insurance  of 
accounts  of  thrift  and  home-financing  institutions  one-twelfth  of  1  percent,  the 
same  as  the  Federal  Deposit  Insurance  Corporation  premium  for  commercial 
banks: 

Sec  45.  Section  404  (a),  (b),  and  (c)  of  the  National  Housing  Act  is  hereby 
amended  by  striking  out  the  words  "one-eighth  of  1  per  centum     and  in- 
serting in  lieu  thereof  the  words  ''one-twelfth  of  1  per  centum  . 
Section  46  (a  new  section)  .—This  is  a  second  companion  proposal  in  making  the 
insurance  of  accounts  more  attractive  to  thrift  and  home-financing  institutions 
and  their  investors.     It  deals  with  the  payment  of  insured-account  holders  in  the 
case  of  liquidation  of  insured  institutions.     At  present  the  investors  receive  im- 
mediatelv  10  percent  cash  and  non-interest-bearing  debentures  maturing  in  1  and 
3  vears  for  the  balance  of  their  accounts.     This  feature  of  the  insurance  has  given 
rise  to  manv  critical  comments  from  competitors  and  it  is  felt  that  it  unnecessarily 
decreases  the  attractiveness  of  the  insurance  of  accounts.     Presumably,  the  45 
percent  of  a  $5,000  account  which  was  paid  in  3  years  would  bring  the  investor 
onlv  80  or  85  percent  of  his  investment  if  he  sold  his  non-interest-bearing  security. 
We  therefore  propose  to  authorize  payment  of  2  percent  on  the  1-  and  3-year 
debentures. 

The  amendment  is  as  follows: 

Sec.  46.  Subsection  (b)  of  section  405  of  the  National  Housing  Act,  as 
amended,  is  amended  to  read  as  follows: 

"(b)  In  the  event  of  a  default  by  an  insured  institution  the  Corporation 
shall  promptly  determine  the  insured  members  thereof  and  the  amount  of 
each  insured  account,  and  shallmake  available  to  each  of  them,  after  notice  by 
mail  at  his  last-known  address  as  shown  by  the  books  of  the  insured  institu- 
tion and  upon  surrender  and  transfer  to  the  Corporation  of  his  insured  account 
free  and  clear  of  any  lien  or  other  encumbrance,  either  (1)  a  new  insured  account 
in  an  insured  'institution  not  in  default,  in  an  amount  equal  to  the  insured 
account  so  transferred,  or  (2)  at  the  option  of  the  insured  member,  the  amount 
of  his  account,  which  is  insured  under  this  section,  as  follows:  At  least  10  per 
centum  in  cash;  and  one-half  of  the  remainder  in  negotiable  debentures  of  the 
Corporation  payable  within  1   year  from  the  date  of  default,  bearing  interest 
from  such  date  at  the  rate  of  2  per  centum  per  annum;  and  the  balance  in  negoti- 
able debentures  of  the  Corporation  payable  within  3  years  from  the  date  of  default, 
bearing  interest  from  such  date  at  the  rate  of  2  per  centum  per  annum.    The  Cor- 
poration shall  furnish  to  each  insured  institution  a  certificate  stating  that  the 
insurance  of  account?  in  such  institutions  is  to  be  paid  in  the  manner  described 
in  this  subsection." 
Section  47  (a  new  sech'on)  .—Hundreds  of  successful  State-chartered  savings  and 
loan  associations  have  not  insured  their  accounts  because  of  apprehensions  regard- 
ing dual  regulation  and  supervision.     Further,  the  3-year-premium  penalty  in 
the  statute  and  regulations  of  the  Federal  Home  Loan  Bank  Board  have  made  it 
rather  difficult,  if  not  impossible,  to  withdraw  from  the  insurance  if  the  institution, 
its  board,  or  its  members,  so  desire.    At  present  an  institution  withdrawing  must 
pay  3  years  of  penalty  premiums,  during  which  interval  its  account  holders  are 
not  insured.    We  propose  that  a  withdrawing  institution  pay  1  year  penalty  pre- 
mium and  that  the  accounts  remain  insured  during  that  year.     This  could  be 
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accomplished  by  the  following  amendment,  which  is  sort  of  a  third  companion 
amendment  to  make  the  insurance  more  popular  and  effective  and  thus  assist  the 
w^hole  thrift  and  home-financing  movement  of  the  building  and  loan  type.  This 
amendment  will  substantially  increase  the  acceptance  of  the  insurance  by  State- 
chartered  institutions.     It  is  now  compulsory  for  Federals. 

Sec.  47.  Section  407,  subsection  (a),  of  the  National  Housing  Act  is  hereby 
amended  to  read  as  follows: 

"Any  institution  which  is  insured  under  the  provisions  of  this  title  may,  upon 
not  less  than  ninety  days'  written  notice  to  the  Corporation,  terminate  tts  status 
as  an  insured  institution  upon  a  majority  vote  of  its  shareholders  entitled  to  vote, 
or  upon  a  majority  vote  of  its  hoard  of  directors  or  other  similar  governing  body 
which  is  authorized  to  act  for  the  institution.  In  the  event  of  such  voluntary 
termination  of  the  insurance  of  accounts,  such  insured  instituion  shall  pay  one 
additional  annual  insurance  premium  as  is  provided  by  subsection  (a)  of  section 
404  and  the  insured  accounts  in  such  institution^  to  the  extent  of  the  amount  paid 
in  and  credited  thereto  upon  such  date,  shall  remain  insured  to  the  end  of  the 
period  for  which  such  premium  is  paid." 

As  a  concluding  comment,  there  are  no  proposals  in  the  pending  legislation 
that  indicate  Government  policy  or  procedure  in  dealing  with  the  question  of 
building  costs.  It  should  be  recorded  that  capital  or  interest  costs  are  the  only 
costs  in  connection  with  construction  which  have  substantially  decreased  in  the 
post-depression  period.  It  would  seem  that  if  the  drive  to  lower  financial  charges 
and  to  increase  the  percentage,  term,  and  risk  of  mortgages  is  to  continue  that 
policies  and  procedure  as  regards  the  other  costs  should  be  embodied  in  the  legis- 
lation. The  British  housing  boom  took  place  under  conditions  of  reasonable  and 
falling  costs,  complete  confidence  of  the  British  public  in  the  economic  situation, 
and  during  its  first  dozen  years  under  conventional  6-percent  interest  rates  to  the 
capital  of  thrift  or  savings  institutions  financing  the  home  building. 

With  the  above  amendments  savings,  building,  and  loan  associations  will  be 
able  to  cooperate  with  titles  I  and  II  of  the  Federal  Housing  Act  and,  at  the  sanie 
time,  carry  on  and  expand  their  regular  business  of  financing  the  building,  repair, 
and  buying  of  homes  in  increasing  volume. 

Mr.  BoDFisH.  Mr.  Chairman,  I  am  executive  vice  president  of  the 
United  States  Building  &  Loan  League.  This  league  briefly  is  an 
oi^anization  of  the  cooperative  thrift  and  home-financing  institutions 
scattered  in  every  State  in  the  Union.  These  institutions  are  engaged 
exclusively  in  the  financing  of  the  building,  buying,  and  owning  of 
homes.  There  are  some  4,300  individual  institutions  in  our  organiza- 
tion, some  47  State  leagues,  involving  about  $5,000,000,000  of  capital, 
sJl  invested  in  home  mortgages. 

Mr.  Chairman,  I  think  this  morning  I  could  be  most  helpful  to  the 
committee  by  directing  my  remarks  and  suggestions  directly  to  the  bill. 
I  think  we  have  had  adequate  discussion  of  the  general  situation  that 
prevails  with  regard  to  house  bmlding  at  this  time.  We  have  also 
had  testimony  which  indicated  that  there  was  some  doubt  as  to 
whether  any  immediate  or  startling  revival  of  building  would  take 
place  based  exclusively  on  the  financial  changes  in  the  F.  H.  A.  which 
are  suggested  in  this  legislation.  ^    . 

The  simple  and  basic  problem  with  which  all  of  us  are  struggling  at 
the  moment  is  the  fact  that  rents  are  somewhat  low  and  the  pubUc  is 
finding  it  more  profitable,  more  advantageous,  to  rent  or  purchase 
existing  properties  than  to  build  new  properties.  We  feel  that  that 
situation  is  on  the  mend,  but  until  that  general  situation  does  shift 
you  will  not  have  a  great  volume  of  building. 

We  are  not  appearing,  gentlemen,  in  opposition  to  the  bill.  There 
are  some  rather  important  items  in  the  bill  on  which  we  want  to 
suggest  changes;  there  are  one  or  two  sections  in  which  we  find  our- 
selves in  strong  disagreement.  In  the  main,  our  suggestions  are 
pointed  to  an  attempt  to  suggest  items  or  amendments  to  you  gentle- 
men that  will  permit  our  institutions  to  enjoy  more  active  operation 


and  to  support  the  general  objectives  which  the  President  set  forth 
in  his  message,  in  which  we  all  agree  in  this  country,  m  regard  to 
employment. 

The  first  section  of  the  bill  that  I  want  to  make  any  comment  on 
is  section  5,  which  you  will  find  starts  on  page  2,  but  I  want  to  direct 
my  remarks  particularly  to  page  3.  I  have  given  to  the  clerk  of  the 
committee  a  mimeographed  statement  which  includes  the  amend- 
ments. The  first  two  pages  are  merely  a  general  statement,  but  if 
you  will  turn  to  the  third  page  you  will  find  the  specific  amendment 
that  I  desire  to  discuss. 

The  President  in  his  message  suggested  that  the  volume  of  insured 
mortgages  under  the  F.  H.  A.  scheme  be  limited  to  $2,000,000,000;  m 
other  words,  that  the  liability  of  the  Government  m  regard  to  the 
issuance  of  Government-guaranteed  bonds  in  exchange  for  foreclosed 
real  estate  be  confined  to  that  amount.  I  would  call  your  attention 
first,  that  in  the  draft  of  the  bill  as  in  the  original  legislation,  that 
limit  is  subject  to  change  at  any  time  by  Executive  order. 

The  more  important  thing  is  the  question  of  a  July  1,  1939,  date, 
at  which  time,  as  was  proposed  in  the  President's  message,  although 
the  date  was  not  set  in  the  message,  it  is  suggested  that  the  F.  H.  A. 
retu-e  from  its  activities  m  guaranteemg  or  insurmg  existmg  mortgage 
debt,  and  concentrate  its  time,  energy,  and  efforts  on  the  msurance 

of  new  construction  exclusively.  ^   -^r    ,      xn  •  i     •     /    * 

Some  months  ago  we  suggested  to  the  F.  H.  A.  othcials,  m  fact 
urged,  that  they  confine  their  publicity  and  then-  field  efforts  and  their 
activities  toward  insuring  loans  for  new  construction,  with  all  its 
impUcations  as  regards  employment,  and  the  like.  In  support  of  our 
suggestion,  which  is  that  the  F.  H.  A.  retire  from  msurmg  existmg 
debts  on  January  1,  next  year,  I  would  say  that  witnesses  have  pointed 
out  that  the  F.  H.  A.  has  now  insured  approximately  a  billion  dollars 
in  mortgages,  which  would  mean  that  under  the  $2,000,000,000  con- 
cept in  tliis  bill,  and  in  the  President's  message,  that  it  will  only  be  in 
position  to  insure  an  additional  billion. 

We  feel,  as  I  will  develop  later,  that  the  insurance  rates  proposed 
under  this  legislation  are  of  subsidy  character,  that  the  activities  in 
the  F.  H.  A.  are  being  very  generously  supported  by  the  Government, 
and  that  if  there  is  a  justification  for  a  subsidy  and  outlays  from  the 
Federal  Treasury  in  great  amount  in  conducting  this  activity,  it 
certainly  should  he  directed  exclusively  toward  insuring  or  guarantee- 
ing mortgage  loans  which  result  in  employment.  j.        • 

We  feel  that  is  a  very  important  matter.  I  do  not  have  any  disposi- 
tion to  avoid  discussing  with  the  committee  why  we  consider  it  an 
important  matter.  We  in  the  thrift  institutions  have  a  real  problem 
of  maintaining  a  substantial  mortgage  volume.  ^      . 

Mr.  GoLDSBOROUGH.  Mr.  Bodfish,  I  think  your  contention  is  good 
financially  from  the  standpoint  of  the  building  and  loan  association, 
but  if  it  is  legitimate  to  embark  on  the  question  of  fairness  I  think  it 
would  be  well  to  suggest  that  the  Federal  Government  bailed  out  the 
building  and  loan  associations  very  generously  and  has  been  very 
kind  to  building  and  loan  associations.     Do  you  not  think  so? 

Mr.  Bodfish.  I  want  to  say,  Mr.  Goldsborough,  without  any 
hesitation  at  all,  that  the  Federal  Government  has  been  extremely 
fau-  has  been  extremely  generous,  in  its  treatment  of  these  corporative 
institutions.    I  want  to  say  also  that  if  the  drive  to  force  the  returns 
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on  the  investments  in  these  cooperative  institutions  down  and  down 
continues  too  far,  it  is  possible  that  we  may  substantially  and  seriously 
injure  the  type  of  community  institution  which  has  built  the  homes  of 
America 

Mr.  GoLDSBOROUGH.  The  purpose  of  insuring  mortgages  that  now 
exist  is  to  save  the  homes  of  those  who  have  mortgages  they  cannot 
pay  off  or  refinance.  That  is  the  purpose  of  it.  Now  it  seems  to 
me  that  when  you  are  legislating,  the  one  tiling  we  ought  to  bear  in 
mind  is  the  home  owner. 

Mr.  BoDFiSH.  That  is  right. 

Mr.  GoLDSBOROUGH.  Procecd 

Mr.  BoDFisH.  Mr.  Goldsborough,  I  do  not  quite  see  how  the  shifting 
of  a  mortgage,  let  us  say,  from  the  portfolio  of  a  building  and  loan 
association  to  the  portfolio  of  a  commercial  bank,  unless  it  involves 
substantial  advantage  to  the  home  owner,  does  anj^thing  to  save 
anyone's  home.  I  think  it  is  a  quetion  of  merely  shifting  an  existing 
existing  credit  transaction;  no  additional  mortgage  credit  is  created. 

In  order  to  show  the  exact  volume  of  new-construction  mortgages  on 
homes  insured  under  title  II  of  the  F.  H.  A.,  I  have  summarized  from 
their  published  reports  the  statements  and  figures  covering  a  period  of 
practically  3  years  This  shows  a  total  of  mortgages  ''accepted  for 
insurance"  of  $960,000,000.  ''Accepted  for  insurance"  does  not 
mean  insured,  however,  as  the  premium  income  figures  appearing  in 
F.  H.  A.  reports  would  indicate  that  there  is  about  a  25-percent 
shrinkage  from  the  figures  published  as  "accepted  for  insurance" 
to  those  wliich  are  actually  insured.  As  near  as  I  can  estimate,  the 
F.  H.  A.  in  3  years  has  actually  insured  about  $700,000,000  in  mort- 
gages, of  which  about  two-thirds  was  the  refinancing  of  existing  debts. 
It  should  be  noted  in  the  table  that  the  volume  of  mortgages  "accepted 
for  insurance"  in  the  third  quarter  of  1937  was  less  than  for  the  same 
quarter  of  the  previous  year  and  substantially  less  than  the  second 
quarter  of  the  present  year. 

Home  mortgage  insurance  operations  of  the  Federal  Housing  Administration 


1935- 

1936: 

First  quarter.- 

Second  quarter 

Third  quarter 

Fourth  quarter 

1937: 

First  quarter 

Second  quarter 

Third  quarter 

Cumulative  total 


Mortgages  accepted 


RefiDaneing 


$110,346,608 

43, 536, 580 
74, 588, 868 
77,323.817 
76, 106,  703 

62, 634, 915 
82, 813, 181 
68, 292, 000 


595, 642, 672 


New  con- 
struction 


$60,248,256 

19, 204, 683 
43. 253,  269 
52, 858, 007 
51, 577, 226 

40, 668, 185 
57, 615, 035 
41, 580, 300 


367, 004, 961 


Total 


$170,594,864 

62, 741, 263 
117,842,137 
130,181,824 
127, 683, 929 

103, 303, 100 
140, 428, 216 
109. 872,  30U 


962, 647, 633 


Mr.  GoLDSBOROUGH.  But  if  the  mortgage  is  insured  the  lending 
institution  would  naturally  be  more  lenient  toward  the  home  owner 
than  otherwise.     That  is  the  point. 

Mr.  BoDFisH.  Mr.  Chairman,  I  do  not  want  to  linger  unduly  on 
the  point,  but  I  would  like  to  make  one  comment  on  that  particular 
suggestion.    Some  of  us  who  studied  the  F.  H.  A.  operation  carefully 
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as  to  its  regulations  and  its  policies  sincerely  believe  that  the  leniency 
that  may  or  will  be  extended  to  the  home  owner  will  be  diminished 
rather  than  increased.  Your  regulations  under  your  F.  A.  H.  at  the 
present  time  practically  force  the  mortgagee  to  proceed  quickly  with 
his  foreclosure,  otherwise  he  risks  losing  the  insurance  protection  which 
the  Government  has  made  available.  The  insurance  protection  does 
not  protect  the  borrower.  The  insurance  protection  is  for  the  pro- 
tection of  the  financial  institution,  and  you  will  find  that  with  the 
exception  of  permission  from  Washington,  and  the  like,  a  mortgagee 
must  proceed  to  foreclosure  within  60  days  in  order  to  not  jeopardize 
the  status  of  his  insurance. 

Mr.  GoLDSBOROUGH  (acting  chairman).  Of  course  that  is  true,  but 
you  say  the  ''permission  from  Washington,  and  the  like."  Well,  he 
can  get  permission  from  Washington  "and  the  Uke."     That  is  just 

the  point. 

Mr.  BoDFisH.  There  is  another  point  that  seemed  rather  apparent 
to  me  as  I  listened  to  the  discussion  yesterday.  In  the  main  these 
mortgages,  a  substantial  number  of  them,  are  being  sold  here,  there, 
and  the  other  place  over  the  country,  and  you  have  for  example  a 
bank  in  Minnesota  that  has  bought  let  us  say — and  I  happen  to  know 
this  is  the  case — mortgages  on  homes  in  Connecticut  and  other  States 
at  a  great  distance.  Now  you  have  lost  that  intimate  and  commimity 
contact  which  we  think  led'  to  great  indulgence  being  extended  through 
the  recent  depression  by  the  community  lending  institutions. 

Mr.  GoLDSBOROUGH.  Wliat  are  you  suggesting  is  the  purpose  of 
the  language  of  the  bill  providing  for  the  insurance  of  present  mort- 
gages, if  it  is  not  for  the  purpose  of  assisting  the  home  owner?  What 
other  purpose  would  there  be? 

Mr.  BoDFisH.  I  think  the  frank  purpose  is  to  give  the  F.  H.  A.  a 
large  and  substantial  volume,  and  also  to  impress  or  to  spread  the 
F.  H.  A.  system  of  Government-guaranteed  or  Government-insured 
mortgages  upon  the  lending  institutions  of  the  country. 

So,  Mr.  Chairman,  our  amendment  in  that  connection  is  this.  As 
the  bill  suggests  retirement  on  July  1,  1939,  we  are  urging  retirement 
on  January  1,  1938. 

In  passing  I  would  Hke  to  call  your  attention  to  section  6,  which 
also  appears  on  page  3.  The  change  in  the  language  is  rather  small 
from  the  present  language  of  the  act,  but  if  I  am  not  mistaken,  that 
language  coupled  with  other  provisions  of  the  act  makes  it  possible 
for  any  mortgagee,  be  it  a  broker  or  an  individual,  to  make  a  mortgage, 
wliich  mortgage  can  be  insured  by  the  F.  H.  A.  The  only  reason  I 
raise  the  question  about  it  has  been  the  fact  that  the  philosophy  of 
the  F.  H.  A.  regulations,  the  statements  of  those  who  sponsored  the 
plan,  has  been  that  they  desired  to  work  with  private  capital  and 
with  existing  institutions.  I  think  this  language  does  open  the  way, 
or  possibly  points  the  way,  by  merely  dropping  out  the  one  or  two 
words  there,  for  the  F.  H.  A.  to  insure  mortgages  which  have  been 
made,  without  a  responsible  institution  in  the  community  having 
originated  the  paper  and  passed  the  paper  on  to  wherever  it  goes. 
That  is  not  a  matter  of  major  importance.  I,  however,  have  an  amend- 
ment wliich  merely  suggests  as  I  understand  it  that  the  statute  have 
the  philosophy  and  the  language  of  their  regulations,  and  it  merely 
says  that  it  may  have  been  made  and  held  by  a  mortgagee  approved 
by  the  Administrator,  responsible  and  able  to  sponsor  the  mortgage. 
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Section  (1)  of  section  203  (b)  of  title  II  is  amended  to  read  as  follows: 
"(1)  have  been  made  and  be  held  by  a  mortgagee  approved  by  the  Administrator 
as  responsible  and  able  to  service  the  mortgage  properly." 

We  say  frankly  we  do  not  believe  in  individuals  making  mortgages 
and  selling  tliein  outright  to  the  Government  through  a  national 
mortgage  organization,  or  any  other  procedure  of  that  kind.  We  feel 
that  we  have  the  soimdest,  the  best  mortgage  structure,  if  we  develop 
community  institutions  or  financial  institutions  who  are  in  the  coni- 
mimity,  and  with  capital  largely  raised  in  the  community,  to  fill  these 

needs. 

Section  7,  which  starts  on  page  3,  goes  on  over  to  page  4,  and  is  the 
section  which  provides  for  the  90-percent  loan.  I  think  in  fairness  it 
should  be  said  that  the  concept  of  a  90-percent  loan  is  probably  u 
premature  one  in  this  country.  I  am  somewhat  famihar  with  the 
British  situation  and  with  the  activities  of  the  building  societies,  who 
incidentally  on  that  side  of  the  water  do  about  94  percent  of  the 
financing  of  the  homes,  and  the  properties  that  have  been  built  in  the 
recent  housing  boom.  It  is  entirely  true  that  90  and  even  95  percent 
advances  are  made  by  those  institutions.  However  there  is  a  very 
strong  protection  from  the  point  of  view  of  the  lending  institution, 
which  is  not  proposed  in  this  legislation. 

In  the  British  situation  90  percent  or  95  percent  loans  are  all 
without  exception  guaranteed  or  endorsed,  and  the  endorsements 
supported  by  a  deposit  called  a  ''builders'  pool,"  by  all  of  the  building 
concerns  and  the  real  estate  concerns  who  immediately  profit  from  the 
biulding  transaction.  This  deposit  remams  until  the  loan  is  reduced 
to  80  percent.  The  British  building  societies,  consider  75  0¥  80  percent 
their  normal  loan.  There  are  many  reasons  on  the  other  side  of  the 
wat«r  why  they  can  safely  make  a  75  or  80  percent  loan,  which  do  not 
prevail  on  this  side  of  the  water.  For  example  real  estate  taxes  in 
Great  Britian  are  not  a  prior  Hen  ahead  of  the  mortgage,  therefore  the 
tax  group,  the  Government,  most  collect  its  taxes  from  the  individual, 
although  they  are  levied  on  the  basis  of  the  rental  of  the  property. 
Their  foreclosure  procedure  involves  only  a  week  or  10  days  and  only 
very  nominal  cost,  and  a  number  of  other  things  which  are  different, 
so  we  have  two  proposals,  Mr.  Chairman,  regarding  this  section. 

We  recognize  that  there  is  some  truth  in  the  suggestion  that  home 

Eurchasers  have  bought  their  properties,  especially  if  they  were  small 
omes,  on  a  10  percent  down  basis,  and  paid  for  them  if  adverse 
economic  conditions  did  not  develop.  We  do  realize  that  that  mvolves 
a  larger  monthly  payment  than  would  be  present  if  they  paid  20  or  25 
percent  down,  and  we  really  feel  out  of  our  experience  to  date  that  a 
person  should  accumulate  more  of  a  nest  egg  than  10  percent  before  he 
embarks  on  home  purchasing.  However,  we  have  tned  to  approach 
this  thing  in  an  entirely  cooperative  way.  We  do  not  think  that  any 
pubUc  service  is  rendered  by  merely  reiterating  the  dangers  of  90  per- 
cent lending,  so  we  have  proposed  that,  if  the  British  pattern  is  to  be 
considered  and  followed,  that  by  amendment  to  your  legislation  you 
ask  the  real-estate  developers  and  the  building-material  people  and  the 
contractors— those  who  unmediately  profit  from  that  transactions— 
that  they  co-sign  or  endorse  that  paper  until  it  is  seasoned  down  to  a 
75  percent  advance,  at  which  time  the  institution  will  carry  it  alone. 


Now  I  think  this  is  particularly  important  not  only  from  the  point 
of  view  of  the  institution,  but  it  is  also  important  from  the  point  of 
view  of  the  Government,  because  you  gentlemen  are  all  practical  men 
and  you  know  that  with  90  percent  loans,  the  minute  that  property  is 
occupied  for  the  first  time,  and  the  like,  its  market  value  is  undoubtedly 
depreciated  5  or  10  percent. 

If  the  person  only  stayed  in  there  a  month  it  would  cost  a  3  or  4  per- 
cent real-estate  commission  to  sell  it,  assuming  that  it  would  bring  the 
same  price. 

So  we  suggest  that  if  we  follow  the  British  pattern,  asking  the 
Administrator — this  appears  on  page  2  of  our  amendments — to  not 
ojrant  90  percent  insurance  unless  some  contractor,  building  material 
dealer,  real-estate  developer,  or  other  person,  firm,  or  corporation 
immediately  profiting  from  the  transaction  endorses  that  paper,  and 
also,  as  they  do  in  Great  Britain,  makes  a  deposit  under  the  super- 
vision of  the  Administrator,  say — our  tentative  suggestion  is  5  percent 
of  the  appraised  value  of  that  property — as  security  for  that  endorse- 
ment. 

I  tliink  the  5  percent,  in  fairness,  is  a  little  higher  than  that  typically 
placed  in  the  builders'  pools  in  Great  Britain.  Most  of  the  British 
firms,  which  are  incidentally  very  large  and  substantial  firms,  half  a 
dozen  of  them  build  as  many  as  1,500  to  2,000  houses  a  j^ear.  Their 
builders'  pools  or  deposits  run  about  3  percent  of  the  orighial  aj)praised 
value. 

With  that  sort  of  protection,  both  to  the  Government  in  its  insuring 
of  this  90  percent  mortgage,  and  to  the  lending  institution  in  its  mak- 
ing of  these  advances,  we  are  willing  to  try  to  fit  into  the  program  and 
try  to  carry  out  'the  President's  specification  of  a  10  percent  down 
payment  for  the  home  owner. 

As  a  part  of  that  same  section  we  are  also  suggesting  that  the  $5,400 
insured  loan,  which  means  a  $6,000  property,  is  rather  an  inflexible 
proposal.  A  $6,000  house,  a  new  house,  a  new  home  in  a  very  small 
town — I  am  thinking  for  example  of  Coleman,  Mich.,  where  I  origin- 
ally came  fr.>m — a  $6,000  town  home  would  be  the  palace  of  the  town. 

On  the  other  hand,  a  $6,000  home  in  my  present  home  in  the  city  of 
Chicago  will  not,  does  not  include  a  typical  workingman's  "bungalow" 
as  we  call  them,  so  we  are  suggesting  that  the  Administrator  take  the 
responsibility  in  connection  with  these  90  percent  loans  of  varying  tliis 
insurance  so  that  it  would  cover  a  $5,000  dwelHng,  namely,  $4,500 
insurance,  in  the  smaller  towns  and  cities,  or  an  $8,000  dwelling  in  the 
cities  of  large  population  where  building  costs  are  higher.  Our 
specific  language  is — 

Any  mortgages  not  in  excess  of  $4,500'  to  $7,200,  depending  on  the  varying  with 
the  size  of  the  town  or  city  and  the  prevailing  costs  of  providing  homes  for  persons 
of  low  or  moderate  wage  income,  to  be  prescribed  in  rules  and  regulations  by  the 
Administrator. 

We  think  that  is  a  sensible  provision,  and  one  of  the  reasons  we  are 
interested  in  it  is,  we  feel  that  after  this  legislation  is  enacted,  which 
We  assume  it  will  be,  and  it  is  proper  to  legislate  at  this  time  on  the 
subject,  the  press  and  the  public  will  be  educated  that  they  are  all 
entitled  to  a  90-percent  loan,  and  we  feel  that  some  variation  should  be 
introduced  into  the  arrangement  to  take  care  of  the  differences  in  the 
cost  of  providing  what  we  would  call  'Vorking  class" — and  when  I 
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say  "working  class^'  I  mean  no  reflection  of  course — working  class 
dwellings  in  the  cities  of  varying  sizes. 

Mr,  GiFFOKD.  Mr.  Bodfish,  may  I  interrupt  you? 

Mr,  Bodfish,  Mr,  Gifford, 

Mr.  Gifford.  A  great  deal  was  said  about  Britain  doing  this,  and 
we  ought  to  be  able  to.  You  speak  of  the  real-estate  taxes  not  being  so 
great  or  not  being  a  lien  against  foreclosure.  The  fact  is,  is  it  not, 
that  the  real-estate  taxes  are  very  low  compared  to  those  that  exist  in 
this  country?  The  central  government  there  pays  largely  for  educa- 
tional institutions.     Have  you  looked  into  that? 

Mr.  Bodfish.  Yes,  sir;  Congressman  Gifford,  I  am  somewhat 
informed  on  the  situation.  Your  real-estate  taxes  in  Great  Britain 
are  somewhat  lower,  I  would  say  maybe  half  what  our  real-estate 
taxes  are,  on  a  small  home  in  this  country. 

Mr.  Gifford,  Never  mind  that  so  much.  The  important  question 
I  wanted  to  ask  you  is  about  the  labor  costs.  These  large  builders 
manage,  do  they  not,  to  make  a  trade  with  the  employee,  scattered 
over  a  yearly  payment  of  wage,  perhaps  as  has  been  suggested  as 
desirable,  but  do  you  have  any  hope  under  this  that  there  would  be 
any  arrangement  made  bringing  the  costs  of  labor  down? 

Mr.  Bodfish.  Mr.  Chairman,  of  course  in  fairness,  there  is  no 
provision  of  any  kind  in  the  bill  which  points  to  that  sort  of  policy. 
There  is  no  vehicle  established  to  move  in  that  direction.  The  bill  is 
exclusively  a  financial  measure,  amending  tbe  National  Housing  Act. 

Mr.  Gifford.  But  did  you  look  into  Britain's  method  of  bringing 

that  about? 

Mr.  Bodfish.  Yes.     I  am  familiar  with  that. 

Mr.  Gifford.  How  did  they  do  it  over  there? 

Mr.  Bodfish.  The  British  situation,  gentlemen,  is  roughly  this: 
The  British  housing  boom — and  I  will  bring  this  labor  picture  into 
it — started  in  1919  and  1921,  when  the  war  activities  had  resulted  in 
no  production  of  homes  during  the  war  period  from  1914.  There  also 
had  been  a  period  of  about  3  years  prior  to  that  in  which  there  had 
been  practically  no  building  in  Great  Britain  of  small  homes.  You 
may  recall  the  Snowden-Iioyd  George  budget,  which  embarked  the 
British  Government  on  the  policy  of  taxation  on  land  values,  which 
stopped  the  building  of  small  homes  for  a  time,  so  there  was  a  co- 
lossal acciunulation  of  shortage  .... 

The  Government  started  the  building  by  direct  subisidies  m  1919 
under  this  so-called  Greenway  Act,  in  which  they  gave,  as  I  recall, 
$500  or  100  pounds  to  anybody  that  built  a  house,  and  imder  the 
impetus  of  that  subsidy  there  was  considerable  building,  but  also 
there  were  substantial  rises  in  the  price  of  materials— enough  so  that 
the  Government  shifted  its  policy.  Then,  starting  in  the  mid 
twenties,  Great  Britain  as  far  as  housing  was  concerned  continued 
their  building  activity  under  conditions  of  constantly  receding  prices. 
Material  prices  declined  all  through  the  period  of  the  British  housing 
boom,  and  at  the  same  time  labor  prices  have  never  been  in  Great 
Britain  what  they  are  in  this  country,  particularly  in  the  building 
trades,  and  as  I  recall,  your  labor  prices  all  through  that  British 
housing  activity  remained  practically  constant.  Of  course,  it  is  true 
that  firms  such  as  John  Laing  &  Sons,  who  do  colossal  amoimts  of 
building  running  into  the  milUons  of  dollars  each  year,  offer  very 
steady  employment  to  the  men  that  work  with  them.     However,  as 


I  recall,  they  pay  in  that  firm,  even  vvith  their  steady  em_ployment,  a 
little  more  than  the  trade  union  rate.  So  there  were  agreements,  but, 
as  all  things  are  in  Great  Britain,  they  were  sort  of  vague  or  informal 
and  it  was  not  worked  out  in  a  statute.  Labor  was  interested  in  con- 
tinued employment  and  depended  largely  on  housing,  the  Nation 
was  interested  in  housing,  tmd  a  very  stable  situation  prevailed  as 
far  as  labor  costs  were  concerned. 

Mr.  Gifford.  You  recognize,  do  you  not,  that  a  very  little  boom 
will  bring  a  tremendous  scarcity  of  skilled  labor  right  away,  that  there 
have  been  no  apprenticeships,  practically  none  for  some  time,  held 
down  by  large  fees  for  the  formation  of  unions  to  guide  men  along? 
Wliy  it  IS  an  unheard  of  thing  in  my  section  to  find  an  apprentice  any 
more  for  the  trade  of  mason  or  carpenter.  ^  , 

Mr.  Bodfish.  I  think  if  we  get  any  substantial  building  activity, 
Mr.  Congressman,  there  will  be  a  real  shortage  of  skilled  artisans, 
without  a  doubt. 

Mr.  Gifford.  And  they  will  demand  and  maintain  their  present 

price,  will  they  not? 

Mr.  Bodfish.  I  think  the  practical  situation  is  yes;  of  course. 
There  is  not  going  to  be  an  adjusting  downward  of  the  costs  of  build- 
ing labor,  just  as  a  practical  matter,  and  frankly  I  would  not  advocate 
the  adjustment  downward.  You  are  taking  me  into  a  realm  here 
which,  just  like  getting  into  a  family  quarrel,  it  is  the  fellow  that  comes 
in  to  make  peace  that  always  gets  hurt  the  most. 

Mr.  Gifford.  There  is  nothing  in  this  bill,  but  there  was  in  the 
President's  message,  a  suggestion  that  they  get  together  and  bring 
labor  prices  down  on  a  yearly  basis. 

Mr.  Bodfish.  I  think  the  President's  message  was  a  very  coura- 
geous recognition  of  the  fact  that  it  was  costs,  in  part  at  least,  which 
stopped  the  volume  of  building  activity  which  was  going  on  and 
developing  in  this  country. 

Mr.  Gifford.  Do  you  express  to  this  committee  any  degree  of 
hopefulness  that  that  can  be  attained? 

Mr.  Bodfish.  I  am  a  httle  old  fashioned  when  it  comes  to  the  ques- 
tion of  diminishing  prices.  I  think  the  only  way  to  bring  the  price  of 
groceries  down  is  for  the  chap  who  is  selling  the  groceries  to  have  a 
little  difficulty  selling  them,  and  if  you  make  it  completely  easy  for 
them  to  do,  let  us  say,  100  percent  financing  of  real  estate  construction 
I  think  your  prices  are  apt  to  move  in  the  other  direction,  and  I  think 
price-raising  is  one  of  the  policies  that  some  of  us  wish  had  been  a 
little  different.  We  have  had  too  much  emphasis  in  this  country  on 
raising  the  prices  as  contrasted  with  lowering  them  and  laying  the 
base  for  wider  markets  and  the  production  oif  more  goods  at  lower 
prices,  but  that  is  a  broad  question  on  the  state  of  the  union  that  is 
not  dealt  with  in  this  bill. 

Mr.  McGranery.  Mr.  Bodfish,  Mr.  Gifford  asked  you  about  the 
real  estate  taxes  of  Great  Britain.  Are  you  famiUar  with  the  general 
tax  structure  of  Great  Britain? 

Mr.  Bodfish.  I  would  not  want  to  presume  to  be  an  expert.  I  am 
somewhat  famiUar  with  it. 

Mr.  McGranery.  How  would  it  come  with  our  tax  situation  here? 

Mr.  Bodfish.  Their  income  tax  structure  is  much  higher. 

Mr.  McGranery.  And  their  inheritance  tax  structure  is  much 
liigher? 
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Mr.  BoDFisH.  Their  inheritance  and  their  income,  and  there  is 
another  thing  which  has  a  little  bearing  on  this,  which  we  might 
mention  in  passing.  Let  us  say  here  is  an  English  workingman  who 
owns  a  home.  In  our  country  we  exact  from  hun  as  a  property  owner 
about  80  percent  of  the  cost  of  government,  where  in  Great  Britain 
they  tax  his  luxuries.  In  other  words,  if  he  owns  a  little  automobile 
they  charge  him  $150  or  $175  a  year  for  owning  it,  where  we  would 
charge  him  $10  or  $15  for  a  license,  but  we  put  it  on  his  real  estate. 

There  is  a  whole  aggregate  of  things  that  have  been  holding  back 
home  ownership  rather  seriously  in  this  country,  in  addition  to  the 
cost  of  capital.  I  am  not  here  to  defend  usurious  or  unfair  interest 
rates  in  any  way  and  I  want  to  say  that  the  costs  of  capital  are  the 
one  section  or  part  of  the  costs  of  home  ownership  in  this  country  which 
have  declined  substantially  in  the  past  4  or  5  years.  We  are  hoping 
that  the  Government  will  not  pursue  or  press  lower  and  lower  rates 
so  far  that  we  dry  up  the  flow  of  thrift  or  savings  funds  into  the  com- 
munity institutions,  which  after  all,  in  my  judgment,  must  be  relied 
upon  to  finance  the  buying  and  building  and  owning  of  homes  in  this 
country. 

I  was  very  interested  in  Mr.  Fleming's  testimony  yesterday.  Here 
was  a  $95,000,000  bank,  and  $4,000,000  in  mortgages,  half  of  them 
F.  H.  A.  That  is  one-twenty-fifth  of  his  total  assets  and  about  20 
percent  of  his  savings  deposit  department. 

The  building  and  loan  societies  right  here  in  Washington  have 
$100,000,000  loaned  on  real  estate,  and  I  will  wager  that  during  the 
last  year  they  made  20  times  the  real-estate  loans  made  by  the  com- 
mercial banking  institutions.  Now,  that  is  not  a  criticism  of  commer- 
cial banking,  but  I  think  one  of  the  vices,  or  c^uestionable  policies  that 
is  developing  in  connection  with  this  legislation,  if  we  are  not  careful, 
is  that  we  are  enticing,  temporarily,  in  my  judgment,  some  commer- 
cial banking  capital  into  the  home-mortgage  field,  which  will  leave  the 
home-mortgage  field  the  minute  there  are  profitable  commercial  or 
industrial  investments  available.  Our  theory  and  thesis  is  that  mort- 
gage banking  should  be  separated  from  community  banking,  just  as 
you  have  separated  investment  banking,  security  afl&liates,  and  the 
like  from  commercial  banking.  This  general  poUcy,  which  would 
strengthen  our  banking  system,  involves  building  up  and  modernizing 
specialized  thrift  and  home-financing  institutions  like  savings  and 
loan  associations  and  mutual  savings  banks.  We  believe  that  the 
property  owner  and  home  builder  will  be  better  served  this  way. 
British  experience,  which  is  so  often  referred  to  by  witnesses  on  hous- 
ing matters,  points  in  this  direction.  In  England  commercial  banks 
do  not  engage  in  mortgage  lending  nor  in  the  variety  of  activities  which 
our  commercial  banks  undertake.  Specialization  in  finance  and 
financial  institutions  is  as  sound  and  necessary  as  it  is  in  industry  or  the 
professions. 

Of  course,  we  believe  that  the  immediate  and  long-time  publu' 
interest  will  be  best  served  by  encouraging  and  building  up  cooperative 
or  nonprofit  financial  institutions  whose  total  assets  are  placed  in  the 
real-estate  field.  Let  us  as  a  matter  of  public  poHcy  consider  these 
institutions  in  determining  the  final  provisions  of  this  legislation  and 
build  up  the  thrift  institutions  in  this  country,  who  have  to  invest  or 
bet— and  I  say  *'bet"  advisedly,  because  lending  money  on  mortgages 


for  20  years  is  becoming  a  little  bit  of  a  gamble  m  some  ways— every 
dollar  of  their  resources  on  real-estate  securities  in  the  community. 
That  poUcy  has  been  the  source  of  the  success  of  the  financial  phase  of 
the  British  housing  situation.  Our  building  and  loan  institutions  oyer 
there  have  grown  consistently  all  through  the  twenties  and  up  to  the 
present  time.  The  10  years  of  the  British  housing  activities  prior  to 
1933  were  financed  by  the  building  societies  on  conventional  6-percent 
rates.  It  was  not  until  1933,  with  confidence  at  a  high  tide  and  aniple 
sa^'ings  funds  flowing  into  building  societies,  that  the  rates  were  first 
dropped  to  5.5.  Now  thev  have  been  moved  on  down  to  5  percent 
and  4.5  percent.  Instead  of  trying  to  push  the  interest  rate  down 
first  or  instead  of  Government  guaranties  or  lending,  Jhe  facts  are 
that  the  institutions  which  speciaUze  in  furnishing  this  kind  ol  long- 
term  mortgage  capital  were  built  up  and  became  strong.  An  abundant 
flow  of  thrift  capital  into  those  British  institutions  as  a  result  of  public 
confidence  made  them  so  large  and  so  strong  that  they  could  reduce 
substantially  the  costs  of  capital  to  the  purchasers. 

Mr.  Hancock.  Mr  Bodfish,  what  percentage  of  the  mortgage 
financing  done  in  the  United  States  last  year  was  done  by  the  thrift 

institutions?  .         i    'ij'  a 

Mr  Bodfish.  Our  figures  reveal  that  our  savings,  buildmg  and 
loan  associations  made  about  60  percent  of  the  mortgage /loans  that 
were  made  last  year,  and  of  the  small  or  single-family  home  loans  1 
would  think  that  probably  the  percentage  would  be  a  little  higher. 

Mr.  GiFFORD.  Mr.  Bodfish,  before  we  get  into  that  1  thmk  it  is 
most  important,  because  you  brought  this  up  about  the  danger  of 
Federal  assistance  to  these  associations.  I  want  you  to  tell  this 
committee  what  the  effect  has  been  upon  your  institutions  ot  this 
''going  Federal,"  as  they  call  it— Federal  savings  and  loan  that  we 
put  up  here  to  try  to  assist  places  where  they  had  not  abundant 
facilities,  now  forcing  them  almost  ''Federal." 

Mr.  Bodfish.  Mr.  Chamnan,  I  could,  and  of  course  am  willing, 
to  answer  the  question.     It  is  not  dealt  with  in  the  bill. 

Mr.  GiFFORD.  I  cannot  help  that.  It  is  the  practical  fruit  of  the 
bill,  because  it  carries  out  your  argument,  the  danger  of  forcing  your 
institutions  to  follow  the  Ime  of  all  other  things,  where  the  ^  ederal 
Government  is  assisting.     I  think  it  is  very  important  and  very 

much  to  the  point  here.  „,      .  ,  j  t 

Mr  Bodfish.  Mr.  Chairman,  Mr.  Fleming  yesterdav— and  1  am 
not  impatient  with  Mr.  Flemmg;  he  has  always  been  very  gracious 
to  me,  and  we  are  good  casual  friends — took  a  sideswipe  at  the  feder- 
ally chartered  savings  and  loan  associations,  and  I  want  to  say  that 
there  is  no  more  reason  why  the  Federal  Government  should  charter 
his  own  bank  than  there  is  why  it  should  charter  a  thrift  and  home- 
financing  institution.  .  i      ^  .  r^r^r. 

Federal  savings  and  loans  associations  number  about  1,200;  some 
600  of  them  were  newly  organized,  and  some  of  them  were  not  needed 
in  the  communities  where  Federal  organizers  started  them.  We  had 
a  natural  bit  of  bureaucratic  zeal  and  vigor  a  couple  of  years  ago,  and 
some  charters  were  granted  to  new  institutions  which  were  not  needed, 
but  about  half  of  the  Federal  associations,  Mr.  Congressman,  repre- 
sent institutions  which  have  been  organized  under  State  charter  for 
vears,  and  which  decided,  as  have  many  commercial  banks  m  this 
country,  that  they  would  as  soon,  or  maybe  rather,  operate  under  the 


u 


1^1 


196 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


AMENDMENTS  TO  NATIONAL  HOUSING  ACT 


197 


supervision  of  the  Federal  Government  as  contrasted,  to  the  supervi- 
sion or  the  restrictive  laws  of  their  State  governments.  I  do  not 
regard  the  chartering  of  a  Federal  savings  and  loan  association  a 
Federal  Government  intervention  in  the  thrift  and  home-financing 
business  any  more  than  I  regard  the  chartering  of  the  national  bank 
as  intervention  by  the  Federal  Government  m  the  commercial  banking 
business. 

In  1933  Federal  charters  for  thrift  institutions  were  proposed — ^I 
mean  when  H.  O.  L.  C.  legislation  was  prepared  for  the  Congress  and 
the  problem  was  before  the  advisers  of  the  administration  at  the  other 
end  of  the  Avenue,  of  supplying  home-mortgage  capital  in  the  com- 
munities which  did  not  have  going  thrift  institutions.  Incidentally, 
you  have  a  lot  of  excellent  thrift  institutions  in  New  England;  you 
have  a  lot  more  of  them  than  we  have  in  some  other  parts  of  the 
country.  However,  the  question  arose,  very  properly,  as  to  what  the 
Govermnent  was  going  to  do  in  the  communities  where  the  bank  was 
closed,  where  the  building  and  loan  association  was  frozen,  or  where 
even,  in  the  wake  of  the  commercial  banking  crisis,  the  thrift  institu- 
tion had  failed — and  incidentally,  we  had  our  problems  and  they  were 
an  aftermath  of  the  commercial  banking  crisis  of  the  country  rather 
than  of  our  own  making  in  the  main.  I  want  to  say  so  far  as  I  am 
concerned,  and  as  far  as  most  of  our  people  in  the  thrift  and  home- 
financing  business  or  cooperative  movement  are  concerned,  that  we 
are  pleased  that  the  Federal  Government  deliberately  put  its  stamp 
of  approval  and  its  mfluence  in  the  chartering,  in  the  creatmg  of 
mutual,  locaUy  managed  thrift  and  home-financing  institutions,  rather 
than  embarldng  upon  a  direct  lending  operation  for  new  construction 
and  the  like.  ♦ 

I  realize  there  have  been  irritations  in  some  States.  It  is  perfectly 
obvious  as  to  why  there  may  have  been,  because  let  us  say  this — let 
us  go  up  to  Waltham,  Mr.  Luce,  for  a  moment,  and  there  the  Waltham 
Cooperative  Bank,  which  has  a  splendid  record,  decides  for  reasons  of 
its  own  that  it  would  rather  function  under  a  charter  from  the  Federal 
Government.  Well,  what  happens?  You  have  State  supervisory 
authorities — and  I  am  not  criticizing  the  State  supervisory  authorities 
of  the  State  of  Massachusetts;  it  has  been  the  same  in  other  States— 
who  see  their  scope  of  influence  and  activities  diminished  because  this 
institution  is  going  to  go  under  Federal  supervisory  jurisdiction. 
What  happens  is  that  you  have  one  of  these  indirect  controversies 
between  the  State  supervisory  authorities  and  the  Federal  super- 
visory authorities  in  which  a  lot  of  bad  names  are  called  and  every- 
body gets  excited.  Basically  it  is  but  the  question  of  who  is  going  to 
be  the  doctor,  between  tw^o  folks,  rather  than  a  basic  and  careful 
consideration  of  what  does  the  patient  want,  and  what  is  good  for  the 
patient,  and  if  you  take  a  mutual  home  financing  institution  wliich  is 
owned  by  three  or  four  thousand  shareholdei*s,  and  they  say,  *'We 
would  rather  operate  under  the  supervision  of  the  Federal  Govern- 
ment rather  than  a  State  government,"  I  do  not  think  it  is  any  of  the 
State  government's  concern  unless  they  feel  that  the  supervision  of  the 
Federal  Government  will  not  fairly  protect  the  savings  of  those 
people.  We  believe  also,  and  there  is  an  amendment  here  in  our 
proposals,  that  the  institutions  under  Federal  charter,  if  they  want  to 


go  and  operate  under  the  supervision  of  State  authorities,  mstead  of 
under  the  supervision  of  the  Federal  Government,  that  that  should  be 
the  privilege  of  the  thousands  of  savers  or  members  who  own  and 
control  that  financial  institution. 

Mr.  GiFFORD.  We  were  enthusiastic  in  helping  those  sections  that 
had  no  banking  faciUties.  Now,  you  are  trying  to  talk  about  super- 
vision. These  banks  claim— and  a  half  dozen  of  them  very  much 
alarmed  came  to  Washington  in  a  body  and  opposed  granting  the 
savings  and  loan  this  ''going  Federal"  and  forming  a  branch  institu- 
tion. They  claim  if  there  was  a  place  the  Federal  Government  had 
provided  where  they  could  take  over  their  securities  and  help  them 
financially  they  could  loan  money  half  of  1  percent  cheaper  than  the 

present  set-up.  ,     n    .  i       ^i 

Mr.  BoDFisH.  Mr.  Chairman,  I  do  not  want  to  dwell  at  length  on 
it,  but  there  has  not  been  a  single  faciUty  of  any  kind  accorded  a 
federally  chartered  savings  and  loan  association  that  has  not  been 
accorded  equally  to  a  State-chartered  cooperative  bank  or  thrift  and 
home  financing  institution. 

Mr.  GiFFORD.  You  are  giving  them  a  1-percent  advantage? 

Mr.  BoDFisH.  Well,  local  conditions  and  their  board  of  directors 
determined  the  rates  they  pay  savers  and  charge  their  borrowers. 

Mr.  Hancock.  Mr.  Bodfish,  on  that  particular  point,  and  in  view  of 
the  fact  that  financing,  or  the  interest  on  financing,  is  a  vital  factor 
in  working  out  a  sound  and  effective  housing  program,  what  is  the 
comparative  rate  according  to  your  knowledge  between  the  cost  of 
financing  charged  by  the  various  home  financing  institutions — how 
does  the  interest  charged  by  building  and  loan  and  cooperate  asso- 
ciations compare  with  the  costs  of  financing  by  the  Federal  Housing 
Administration  and  the  commercial  banks  and  perhaps  other  lendmg 
institutions?  I  ask  you  that  question  for  the  reason  that  there  have 
already  been  inserted  in  the  record  certain  remarks  by  different  gentle- 
men appearing,  and  particularly  the  Governor  of  the  Federal  Reserve 

bank,  on  that  point.  ,     i  r      1 1 

Mr.  Bodfish.  Mr.  Chairman,  I  would  be  very  glad  to  deal  frankly 
and  realistically  with  that  situation.  In  the  first  place,  our  thirft 
institutions  have  survived  and  grown  over  a  hundred  years  because 
we  did  a  good  job  and  gave  the  home  owner  a  better  deal  than  he  could 
get  anywhere  else.  Our  mortgage  loan  rates  are  almost  universally 
6  percent.  With  other  10,000  of  these  community  cooperative  insti- 
tutions, there  is,  of  course,  some  variety  in  charges,  a  few  with  higher 
total  costs  and  some  with  loan  rates  under  6  percent.  Rates  have  been 
falling  in  recent  months  and  many  of  the  larger  associations  are  making 
5K  percent  loans.  Competitior  for  good  loans  has  been  intense  and 
rates  may  fall  farther,  although  our  smaller  institutions  cannot  go 

far  and  survive. 

For  over  100  years  we  gave  the  home  owner  a  high  percentage 
weekly  or  monthly  repayment  loan  at  a  time  when  an  amortized  75 
percent  loan  was 'not  looked  upon  with  any  commendation  or  con- 
sidered at  all  by  a  banking  institution.  As  an  aside,  we  find  some  of 
the  commercial  banking  institutions  looking  upon  them  w^ith  more 
favor  now  that  we  have  an  insurance  or  guarantee  scheme  whereby 
if  they  make  the  loan  they  get  a  going  interest  rate,  and  if  they  make  a 
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mistake  the  Government  issues  bonds  and  gets  the  property.  But 
to  return  to  interest  rates  in  our  institutions— I  have  here  a  table  which 
deals  with  total  charges  in  over  1,200  of  the  Federally  chartered 
institutions  by  States.  It  is  a  weighted  average  of  the  rate  that  is 
charged  including  all  charges  of  every  kind,  and  it  is  6.3.  The  evidence 
placed  in  the  record  the  other  day  by  Mr.  McDonald  from  the  Home 
Loan  Bank  Review  suggested  that  our  institutions  charged  rates 
anywhere  from  7  to  8  percent.  I  imagine  there  are  probably  some 
small  institutions  out  of  the  6,000  or  7,000  active  associations,  maybe 
out  in  New  Mexico  or  up  in  the  mountains  or  in  some  special  risky  area, 
that  charge  8  or  10  percent.  However,  the  information  which  he 
placed  in'^this  record  did  not  take  cognizance  of  the  assets  of  the 
institutions.  It  was  the  old  proposition  of  ''horse  and  rabbit  stew"— 
one  horse  and  one  rabbit .  But  when  you  weight,  let  us  say,  the  charges 
of  all  the  Federal  savings  and  loan  associations,  I  use  Federals  only 
because  the  records  were  available  or  they  are  handled  here  in  Wash- 
ington— in  relation  to  assets,  their  total  effective  rate  for  the  country 
a\^erages  6.3.  Now  that  is  cheaper  than  Mr.  McDonald's  F.  H.  A., 
which  has  been  anything  from  6.4  on  up  tc  7  percent  plus  when  the 
service  charges,  brokerage,  and  so  forth  were  included.  Incidentally 
one  of  our  principal  complaints— we  have  used  F.  H.  A.  somewhat  in 
our  institutions,  but  in  the  main  we  have  not  used  it  because  we  can 
shoulder  our  own  mortgage  risks  so  long  as  the  competitive-risk 
situation  is  fair— one  of  the  principal  problems  which  we  have  had  has 
been  that  continual  F.  H.  A.  hidden-ball  play  that  we  have  had  to 
deal  with,  namely,  of  5  percent  pubUcity  from  one  end  of  the  country 
to  the  other,  and  6.4  on  up  to  7  percent  plus  cost. 

Now  you  mentioned  Mr.  Eccles'  testimony  and  comments.  Now  1 
am  very  sympathetic  with  Mr.  Eccles  if  he  wants  to  lower  the  general 
interest  rates  around  the  country.  We  are  willing  to  see  them  lowered 
just  as  low  as  it  is  practical  for  them  to  go.  We  can  operate  our  insti- 
tutions on  just  as  economical  a  basis  as  anyone  else.  I  find  however  in 
examining  the  Federal  Reserve  Bulletin  for  April  1937  some  informa- 
tion which  indicates  that  the  volume  of  mortgage  loans  in  member 
banks  has  not  only  decreased  rather  substantially  recently  but  that 
the  prevailing  rate  among  banks  on  real-estate  loans  is  6  percent,  with 
8  percent  ruling  in  the  Dallas  District  and  6  to  8  percent  reported 
throughout  the  southern  and  western  districts  served  by  the  Federal 
Reserve  System  We  have  never  had  any  trouble,  gentlemen,  in 
meeting  the  competition  of  commercial  banks  in  the  mortgage-loan 
field  until  the  Government  started  guaranteeing  their  mortgage  loans. 
We  expect  to  meet  competition  as  it  comes  and  only  ask  that  it  be  fair 
and  sound.  I  will  leave  the  Reserve  Bulletin  article  on  bank  interest 
rates  for  your  record. 

As  to  hfe  insurance  companies— well,  their  rates  frankly  have  been 
often  but  not  universally  a  little  lower  than  our  institutions,  for  the 
reason  that  most  of  them  operate  from  the  east,  and  very  properly  I 
suppose,  lend  only  the  very  select  residential  and  business  districts  of, 
in  the  main,  our  larger  cities.  As  a  recall,  the  Northwestern  Mutual 
at  the  present  time  is  lending  some  money  at  4  or  4  >^  percent  in  our 
City  of  Chicago,  but,  not  in  criticism  again,  it  is  being  loaned  so  far  as 


I  know  anythmg  about  it,  out  on  the  best  North  Shore  residential 
property.  Our  building  and  loan  associations,  to  further  illustrate 
by  Chicago,  that  we  find  out  on  the  West  Side  and  down  on  the  South 
Side  and  the  like,  are  operating  on  about  a  6-percent  rate,  maybe  some 
of  them  a  little  more  than  that,  but  they  are  operating,  making  home 
ownership  and  property  ownership  possible  in  areas  where  you  could 
not  get  Ufe  insurance  money  to  consider  going. 

Mr.  McKeough.  In  connection  with  your  Chicago  picture  and 
the  4  percent  you  mention,  may  I  mterrupt  you  just  a  moment*. 

Mr.  BoDFisH.  Yes. 

Mr.  McKeough.  What  is  the  percentage  of  the  loan.? 

Mr.  BoDFiSH.  The  percentage  of  the  loan  is  50  percent. 

Mr.  McKeough.  Is  it  a  large  loan  or  a  small  one?       ^     .     , ^     , 

Mr  BoDFiSH.  They  are  mainly  large  residences.  It  is  North 
Shore,  ultra-ultra  properties,  and  the  like.  It  is  not  the  small  home, 
in  which  we  have  75  percent  of  our  6  billion  of  assets. 

Mr.  McKeough.  It  is  not  the  people  we  are  attemptmg  to  reach  by 

this  legislation? 

Mr.  Bodfish.  That  is  right,  and  a  50-percent  insurance  company 
loan  does  not  reach  the  people  who  have  been  served  by  the  coopera- 
tive type  of  community  mstitution  which  it  is  my  privilege  to  work 
with  and  to  be  familiar  with.  tt  i     u  ^ 

I  am  sorry  to  have  been  so  discursive,  Congressman  Hancock,  but 
year  in  and  year  out,  and  taking  the  country  as  a  whole,  with  com- 
parable risks  and  loan  percentages,  the  total  charges  of  our  institu- 
tions compare  favorably,  and  are  less  than  most  of  the  other  mstitu- 

Mr.  Ford.  Mr.  Bodfish,  the  Federal  Home  Loan  Bank  Review  for 
November  1937,  indicates  that  the  average  Federal  savmgs  loan 
interest  rates  and  other  charges  in  the  mam  run  from  6.2  to  8.2,  and 
in  some  cases  in  excess  of  8.2.     To  what  extent  is  that  correct? 

Mr.  Bodfish.  Mr.  Ford,  that  is  correct  only  in  the  sense  that  it  is 
not  weighted  for  the  volume  of  mortgage  capital  involved. 

Mr.  Ford.  Just  what  do  you  mean  by  that? 

Mr.  Bodfish.  By  that  I  mean  this:  Let  us  say  that  there  is  organ- 
ized a  new  mstitution,  or  take  a  little  institution  operating  m  some 
very  small  town,  let  us  say  in  Arizona  or  New  Mexico,  and  let  us  say 
that  they  are  charging  8  or  10  percent,  and  then  we  have  the  State 
mutual  let  us  say,  in  Los  Angeles,  with  $10,000,000  of  assets;  let  us 
say  their  rate  is  6  percent.  Accordmg  to  the  Home  Loan  Bank 
Review  tabulation  the  rates  range  from  6  to  8  to  10  percent.  Well, 
the  8  percent  association  may  involve  $25,000,  and  the  other  one  in- 
volve $10,000,000.  I  have  gone  to  the  Federal  Home  Loan  Bank 
Board  and  asked  them  to  make  a  tabulation  of  all  Federals  based 
upon  and  weighted  for  the  volume  of  dollars  that  the  associations 
have  invested  in  mortgages,  and  their  weighted  average  for  the  coun- 
try as  a  whole  for  1,200  mstitutions  is  6.3,  includmg  every  chaise  not 
just  the  interest,  and  I  have  it  here  by  the  States.  I  would  be  very 
glad  to  submit  it  for  the  record. 

Mr.  Ford.  I  am  just  asking  the  question  from  a  purely  academic 

standpoint. 
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(The  witness  submitted  a  tabulation  of  effective  interest  rates, 
which  is  as  follows:) 

Effective  interest  rates  on  mortgage  loans  made  during  19S6  by  Federal  savings  and 

loan  associations 


Weighted 
District  number  average 

State  percent 

District  No.  8 6.  3 

Iowa r-  6.2 

Minnesota 6.  1 

Missouri 6.7 

North  Dakota 6.9 

South  Dakota 7.0 

District  No.  9 6.  9 

Arkansas 7.  2 

Louisana 6.  0 

Mississippi 7.  2 

New  Mexico 6.  6 

Texas 7.2 

District  No.  10 7.0 

Colorado 6.  5 

Kansas 7.  1 

Nebraska 5.9 

Oklahoma 7.  3 

District  No.  11 6.4 

Idaho 6.  5 

Montana 6.  5 

Oregon 6.6 

Utah 6.7 

Washington 6.  2 

Wyoming 6.8 

District  No.  12 6.7 

Arizona • 6.0 

California 6.  7 

Hawaii 7.0 


Weighted 
District  number  average 

State  percent 

United  States 6.  3 

District  No.  1 5.7 

Connecticut 5.9 

Maine 6.0 

Massachusetts 5.6 

New  Hampshire 5.  0 

Vermont 6.  0 

District  No.  2 5.  7 

New  York 5.7 

District  No.  3 6.  1 

Pennsylvania 6.  1 

West  Virginia 6.  2 

District  No.  4 6.  4 

Alabama 6.  9 

Florida 6.6 

Georgia 6.  8 

Maryland 6.  0 

North  Carolina 6.0 

South  Carolina 6.  2 

Virginia 6.  1 

District  No.  5 6.  1 

Kentucky 6.  2 

Ohio.___' 6.0 

Tennessee 6.  3 

District  No.  6 6.  3 

Indiana 6.4 

Michigan 6.  2 

District  No.  7 6.  4 

Illinois 6.  5 

Wisconsin 5.  9 

Prepared  in  the  Office  of  the  Goyernor  Federal  Home  Loan  Bank  System.  Office 
of  the  Chief  Supervisor,  Dec.  8,  1937. 

Mr.  BoDFisH.  In  regard  to  the  article,  I  do  not  like  to  criticize 
anything  that  is  pubhshed  by  a  Government  bureau,  even  if  we  pay 
for  it,  but  this  article  was  not  a  carefully  prepared  article,  nor  is  it 
quite  fair  to  the  institutions  which  the  Federal  Home  Loan  Bank 
Board  supervises. 

Mr.  Ford.  Pursuing  the  same  line  of  inquiry,  did  I  understand  you 
to  say  that  that  60  percent  of  the  home  loans  were  made  by  thiift 
institutions? 

Mr.  BoDFisH.  That  is  right — new  loans  by  our  institutions  in  1936 
and  1937  so  far. 

Mr.  Ford.  Now,  following  the  same  percentage  on  $17,500,000,000 
of  loans  outstanding,  23  percent  of  which  building  and  loan  societies 
made,  17  peicent  Home  Owners  Loan  Corporation — which  I  tliink 
ought  to  be  excluded — the  balance  is  divided  between  the  individual 
mortgage  companies,  savings  banks,  life-insurance  companies,  national 
and  State  banks,  so  your  estimate  would  be  23  percent  of  the  whole. 
Now  's  that  a  fair  comparison,  or  if  not,  what  is  wrong  with  it? 

Mr.  BoDFisH.  I  believe  that  the  figures  vou  refer  to  deal  with 
present  holdings  rather  than  new  loans  marie.  When  you  include 
life  companies  you  are  including  their  mortgage  portfolios,  which  in- 


clude a  great  number  of  large-unit  properties.  When  you  include 
savings  banks,  vou  include  their  mortgage  portfolios,  as  that  $17,000,- 
000,000  total  does.  You  are  includmg  some  large-unit  properties,  as 
I  am  sure  the  gentlemen  from  the  savings  bank  state  will  bear  me  out. 
There  is  no  question  in  my  mind,  and  I  can  submit  figures  of  authen- 
ticity which  wdll  prove  that  when  you  go  to  the  small  or  individual 
hom'e  mortgage  field  we  have  a  much  larger  portion  of  the  assets  in 
those  kind  of  loans  than  the  percentage  which  you  mention. 

Mr.  Ford.  The  home-mortgage  people  we  are  particularly  interested 
in,  in  this  bill,  particularly  where  we  go  up  to  $6,000 — ^what  volume 
of  that  type  of  loan  would  you  say  your  institutions  carry? 

Mr.  Bod  FISH.  I  would  estimate  that  in  the  small-home  field,  $6,000 
and  under,  that  we  carry  easily  two-thirds  of  it. 

Mr.  Ford.  Two-thirds  of  it? 

Mr.  BoDFisH.  Without  a  doubt.  Now,  of  course  I  have  always 
tried  to  be  very  candid  with  the  committee,  and  we  have  about  a 
billion  of  loans  on  our  books  which  are  no  longer  under  the  classifi- 
cation of  "mortgage  loans."  They  were  66%-percent  loans  when  we 
made  them,  but  they  turned  out  to  be  repossessed  properties.  Our 
total  assets  or  holdings  run  about  $6,000,000,000  at  the  present  time. 

Incidentally,  Congressman,  this  Federal  Reserve  Bank  Bulletin 
dealing  with  rates  charged  by  member  banks — it  might  be  fair  to  put 
an  excerpt  from  that  into  your  record  or  include  the  whole  article  just 
to  clarify  the  matter,  on  this  bank  interest-rate  question  and  broaden 
the  criticism  of  interest  rates  in  our  saving  and  loan  associations  by 
Governor  Euler  to  a  critic  ism  of  all  interest  rates. 

Gentlemen,  if  I  may  get  back  to  the  bill 

Mr.  McKeough  (interposing).  Before  you  leave  that,  Mr.  Bodfish, 
there  is  just  one  thing  I  would  like  to  ask  you  to  put  into  the  record 
at  this  time.  Your  experience  from  1920  to  1929  was  I  presume 
somewhat  typical  of  the  experience  of  all  others  engaged  in  the  real 
estate  field."  You  made  loans  that  proved  to  be  too  high,  I  presume. 

Mr.  BoDFisH.  Yes;  we  made  quite  a  number  of  them. 

Mr.  McKeough.  Do  you  remember — have  you  any  figures  to 
show  what  percentage  of  the  loans  made  in  that  period  your  institu- 
tions were  forced  to  repossess? 

Mr.  BoDFisH.  No;  I  do  not  have  figures  on  it  at  the  present  time. 
We  have  approximately  20  percent  of  our  assets  in  repossessed 
properties. 

Mr.  McKeough.  And  your  assets  are  what? 

Mr.  Bodfish.  Our  assets  are  approximately  $6,000,000,000. 

Mr.  McKeough.  That  is  $1,200,000,000? 

Mr.  Bodfish.  Our  records  for  1936  show  just  over  one  billion  in 
real  estate  and  those  were  66  K  percent  and  70-percent  loans,  all 
amortized,  Mr.  Congressman,  without  a  single  exception.  We  never 
make  anything  but  a  long-term  amortized  loan. 

Mr.  McKeough.  So  with  a  view  of  being  fair  to  everybody,  even 
your  wide  experience  proves  to  be  of  very  little  value  in  that  period? 
I  know  you  want  to  be  fair  and  we  are  trying  to  get  the  facts  out  of 
which  we  are  attempting  to  make  a  program. 

Mr.  Bodfish.  That  is  right. 

Mr.  McKeough.  A  program  that  will  satisfy  your  institutiona  and 
all  other  types  of  institutions 
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Mr.  BoDFisH.  That  is  right. 

Mr.  McKeough.  And  especially  with  a  view  of  mutually  aiding 
the  whole  situation. 

Mr.  BoDFiSH.  That  is  right. 

Mr.  McKeough.  To  make  it  possible  and  practical  for  the  fellow 
that  borrows  as  well  as  you  who  represent  the  lenders 

Mr.  BoDFisH.  That  is  right. 

Mr.  McKeough  (continuing).  And  the  cost  of  the  building  and  all 
the  other  factors  that  ought  to  enter  into  it,  out  of  your  experience 
and  that  of  the  others,  to  make  a  practical  situation. 

Mr.  BoDFisH.  That  is  right.  I  think,  Mr.  Congressman,  the  great 
lesson  of  our  experience  is  that  there  is  such  a  thing  as  a  ''real-estate 
cycle,"  and  when  it  comes  it  plays  no  favorites. 

Mr.  McKeough.  Not  even  to  those  of  -mde  experiences. 

Mr.  BoDFisH.  And  that  in  spite  of  our  having  exclusively  amortized 
loans  which  we  thought  as  best  »ve  could  judge  were  originally  two- 
thirds  and  75-percent  loans,  that  when  the  deflation  came  we  re- 
possessed considerable  property,  which  incidentally  is  one  of  the 
reasons  that  personally  I  can  not  develop  the  faith  I  should  in  the 
Government-guaranteed' mortgage  arrangement.  At  the  next  depres- 
sion the  United  States  Treasury  and  the  Federal  Government  ^\ill 
have  the  property  rather  than  the  lending  institutions,  and  there  is 
an  important  question  of  broad  general  poUcy.  I  tliink  we  all  ought 
to  move  into  that  thing  only  after  careful  study,  and  make  sure  that 
we  are  doing  the  right  thing. 

Mr.  McKeough.  In  other  words,  when  the  plague  of  the  depression 
hits  the  community  or  the  Nation,  it  is  not  a  respector  of  any  par- 
ticular group? 

Mr.  BoDFisH.  That  is  right.  I  was  very  amused  yesterday  at 
the  banking  witness,  who  indicated  he  made  50-percent  loans  before 
the  depression.  You  asked  him  what  his  experience  was,  and  he 
said  it  was  ''Very  bad."  We  feel  that  the  Federal  Housing  Ad- 
ministration has  done  a  great  service  through  selUng  the  idea  of 
amortized  debt  to  other  lenders  and  the  pubhc;  that  is,  if  you  are 
going  to  acquire  debt  it  does  not  make  any  difference  whether  it  is 
a  city  or  a  railroad  corporation  or  a  pubhc  utihty  or  a  home  owner, 
there  ought  to  be  an  orderly  program  for  the  repayment  of  that  debt 
out  of  current  earnings,  and  within  the  capacity  of  the  corporation 
and  the  individual  to  carry  it.  That  has  been  the  basis  of  what 
success  we  have  had  in  onr  mutual  thrift  institutions  of  the  building 
and  loan  type  in  home  financing. 

Mr.  McKeough.  Will  you  say  right  there  for  the  purpose  of  the 
record  and  with  a  view  to  making  the  whole  situation  for  130,000,000 
people  better,  the  shortest  way  to  attack  the  present  housing  problem 
would  be  in  your  judgment  in  the  building  field,  even  though  it  might 
cost  the  Government  a  httle  to  begin  with,  or  even  to  end  with? 
Mr.  BoDFisH.  No. 

Mr.  McKeough.  Well,  let  me  put  it  to  you  this  way.  Maybe 
that  is  an  unfair  question. 

Mr.  BoDFisH.  I  am  willing  to  answer  the  question,  but  I  want  to 

answer  it  my  own  way.  , .  ,    .    .        ..^ 

Mr.  McKeough.  I  know  you  are,  but  I  do  not  think  it  is  quite 
fair.  Let  us  assume  now  that  by  reason  of  the  recession  the  Govern- 
ment cost,  which  is  yours  and  mine  and  everybody  else's  in  the  coun- 


try, is  going  to  be  stepped  up  say  40  percent  on  relief  costs  for  the 
next  year  or  so,  and  as  against  that,  with  a  subsidy  that  will  come  to 
this  from  the  Federal  Government,  we  might  spend  say  10  percent  of 
that  40,  to  start  a  building  program,  and  then  say  20  percent  net  cost 
to  the  Federal  Government,  which  side  would  you  take? 

Mr.  BoDFisH.  There  is  no  question,  we  ought  to  have  the  building 
program,  but  Mr.  Congressman,  let  us  be  very  sure  we  have  got  a 
program  and  a  legislative  vehicle  that  ^\ill  work  to  produce  the  results. 

Mr.  McKeough.  I  have  done  everything  I  could  for  the  past  2 

weeks  to  try  to  get  one. 

Mr.  BoDFisH.  Because,  Mr.  Congressman,  3  years  ago— and  1  am 
a  battle-scarred  veteran  of  that  discussion  that  we  had  before  this 
committee— the  people  who  prepared  the  F.  H.  A.  legislation  were 
sure  that  this  govemment-Guaranteed-mortgage  scheme  would  do 
the  job  and  stated  in  the  published  testimony  before  this  committee 
that  it  would  put  5  million  men  to  work,  and  this,  that,  and  the  other 
thing.  I  am  not  trying  to  tear  it  down,  but  I  am  trying  to  push  mto 
the  reaUties,  and,  if  we  can,  try  to  help  work  out  a  program  that  will 

get  the  results. 

The  Chairman.  Mr.  Bodfish,  will  you  now  direct  your  remarks  to 
the  different  phases  of  the  legislation  specifically,  if  you  can. 

Mr.  Bodfish.  Thank  you,  Mr.  Chairman. 

Mr.  McKeough.  I  will  refrain  from  interrupting. 

The  Chairman.  I  do  not  mean  to  shut  you  off  at  all. 

Mr.  Bodfish.  Mr.  Chairman,  on  page  5,  section  9,  I  merely  w;ant 
to  call  to  the  committee's  attention  the  fact  that  the  shift  m  premium 
rates  very  decidedly  places  the  mortgage  insurance  on  a  subsidy  basis. 
A  half  of  1  percent  premium  is  provided  for  the  larger  home  construc- 
tion, and  for  existing  mortgages,  on  an  80  percent  basis,  but  the  pre- 
mium is  cut  to  a  quarter  of  1  percent  for  a  90  percent  loan,  which  we 
all  know  is  much  more  risky.  The  only  reason  I  comment  on  the 
premium  question  is  simply  this,  that  you  place  by  premium  reductions 
and  the  F.  H.  A.  interest  change  announced  by  the  President  the  force 
of  Government  and  the  colossal  pubUcity  which  will  flow  from  the 
F.  H.  A.  and  throughout  the  land  upon  this  enactment,  you  place 
mortgage  money  on  a  5)^  or  a  5}^  percent  interest  and  80-90  percent 
loan  basis  so  far  as  the  expectations  of  the  pubUc  are  concerned. 
Now  while  that  may  be  only  let  us  say  one  or  a  half  a  percent  decrease 
to  the  borrower,  it  may  become  most  important  to  an  institution  such 
as  our  mutual  thrift  institutions  which  are  trying  to  gather  up  savings 
m  the  community  in  the  face  of  competition  with  our  Government, 
which  is  paving  2.9  on  United  States  savmgs  bonds,  which  is  guarantee- 
ing bank  deposits,  savmgs  deposits — not  commercial  deposits— ^savings 
deposits  which  pay  2  to  2.5,  and  guaranteemg  complete  Uquidity, 
and  I  do  not  mention  all  the  other  competitive  phases  we  have. 
It  is  possible  if  through  legislation  and  publicity  you  force  the  rate,  let 
us  say,  to  the  borrower  from  6  to  5%,  while  that  may  be  only  three- 
quarters  of  1  percent  to  the  borrower,  on  a  $3,000  loan,  less  than 
$2  a  month  in  his  payment,  it  may  take  out  of  the  cooperative  thrift 
institution  one-third  or  40  percent  of  the  net  income  on  which  it  con- 
ducts its  business.  Frankly,  gentlemen,  we  have  to  pay  the  small 
saver  or  investor  3.5  to  4  percent  in  order  to  invite  the  flow  of  capital 
into  these  thrift  institutions,  where  we  invest  every  dollar  of  it  in 
mortgages.     It  takes  about  2— a  clear-cut  2  percent— to  run  these 
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institutions  properly  and  build  up  their  reserves  for  losses.  We  are 
not  offering  any  amendment.  We  merely  call  it  to  your  attention 
because  we  conscientiously  believe  that  you  must  be  very  careful  to 
keep  the  community  institutions,  whose  whole  existence  is  predicated 
on  mortgage  lending,  who  cannot  shift  from  one  investment  field  to 
another  as  can  a  life  company  or  as  can  a  savings  bank,  or  as  can  a 
commercial  bank ;  we  must  keep  them  functioning.  I  know  you  gentle- 
men want  to  assure  them,  not  an  exorbitant  return,  because  we  have 
no  right  or  desire  for  such,  but  a  return  on  which  they  can  continue 
to  operate  and  do  real  community  service  in  thrift  and  home  building. 

Mr.  WoLcoTT.  Mr.  Bodfish,  nught  not  the  amount  of  the  mutual 
insurance  fund  of  the  F.  H.  A.  as  compared  to  their  contingent 
liability  have  some  bearing  upon  whether  the  banks  might  continue 
to  accept  F.  H.  A.  insured  mortgages? 

Mr.  Bodfish.  Mr.  Chairman,  I  do  not  believe  banks  have  been 
inclined,  so  far  as  I  have  been  able  to  observe,  to  rely  on  the  mutual 
mortgage  fund.  They  are  relying  on  the  Government  bond  guar- 
anty. I  think  they  realize  as  we  do  that  F.  H.  A.  expenditures  are 
in  excess  of  the  premium  income. 

Mr.  WoLcoTT.  How  much — do  you  know? 

Mr.  Bodfish.  I  do  not  Ivnow.  I  cannot  tell  from  their  expendi- 
tures. They  have  drawn  about  $55,000,000  from  the  R.  F.  C.  They 
have  about  $15,000,000  in  the  mutual  mortgage  fund.  The  balance 
is  expenses  as  I  understand  it,  but  that  includes  title  I. 

Mr.  WoLCOTT.  In  case  of  a  depression  involving  liquidation  of  a 
large  amount  of  F.  H.  A.-insured  mortgages,  what  security  or  what 
insurance  have  the  banks  other  than  the  mutual  mortgage  fund  to 
rely  on? 

Mr.  Bodfish.  The  Government-guaranteed  bonds  of  the  United 
States  Treasury  are  squarely  behind  the  insurance.  Take  that 
away  and,  in  my  humble  judgment,  the  F.  H.  A.  cannot  function  or 
proceed  relying  on  the  strength  of  the  mutual  mortgage  fund  as  was 
originally  represented  to  the  Congress.  I  think  the  reality  should  be 
realized  that  the  only  reason  that  the  commercial  banking  institu- 
tions are  depending  upon  F.  H.  A.  guaranty  entirely  is  the  fact  that 
if  they  make  a  good  loan  they  get  a  5-  or  5.5-percent  rate  on  the  mort- 
gage and  they  get  Government  bonds  if  they  make  a  bad  loan,  which 
IS  amazing.  To  state  my  prejudice  and  connection  on  the  matter,  I 
believe  they  ought  to  be  financing  American  industry  and  business 
rather  than  experimenting  in  the  mortgage  field — a  practice  regarded 
as  questionable  by  the  great  majority  of  bankers. 

Mr.  WoLCOTT.  It  naturally  follows  that  if  the  mutual  iriortgage 
fund  is  inadequate  it  raises  in  the  same  proportionate  amount  the 
contingent  liability  against  the  United  States  Treasury? 

Mr.  Bodfish.  That  is  just  automatic.  Now,  on  one  of  the  sug- 
gestions I  want  to  call  to  your  attention  a  little  later,  it  becomes  very 
important  in  this  connection.  It  has  been  the  poUcy  of  this  Govern- 
ment to  also  sponsor  and  urge  and  encourage  the  buying,  building, 
and  owning  of  individual  homes.  I  do  not  think  there  is  a  man  here 
that  does  not  feel  that  insofar  as  we  can  create  a  nation  of  small 
property  owners  we  have  done  a  fine  thing,  but  as  you  get  into  the 
multi-family  and  large-unit  phases  of  this  bill  you  have  a  complete 
Government  guarantee  practically  behind  financing  of  multi-family 
apartment  properties.    There  is  not  potential  loss  there  to  caution  the 


large  lender,  as  near  as  I  can  understand  the  bill.  The  lender  should 
shoulder  some  risk  of  loss  which  would  naturally  make  him  somewhat 
prudent.  As  I  read  the  present  bill,  if  I  build  an  80-apartment  build- 
ing and  the  obligation  is  insured,  and  the  thing  defaults,  as  they  have 
defaulted  from  start  to  finish  throughout  the  country  during  this 
depression,  the  Administrator  takes  all  the  mortgage  documents,  does 
the  foreclosing,  and  immediately  takes  the  property,  letting  me  as  the 
lender  practically  walk  right  out  of  the  situation  with  a  hen  loan  repaid 
in  full  in  Government  securities.  The  Government  should  not 
lightly  assume  such  a  complete  guarantee. 

Now  jnaybe  it  is  justified  in  the  interest  of  employment,  but  I 
think  we  ought  to  do  it  knowing  exactly  what  we  are  doing  and 
reaUzing  that  we  may  be  throwing  the  support  of  Government  behind 
building  the  apartment  buildings  and  structures  to  be  rented  for  profit, 
in  a  way  that  is  preferential  for  that  type  of  building  activity  as  con- 
trasted with  the  building  of  small  homes,  which  involves  the  com- 
munity financing  institutions,  which  involves  local  limiber  dealers, 
which  involves  the  small  contractor,  and  everyone  else.  I  think  that 
is  one  of  the  things  that  this  committee  will  want  to  study  as  you 
move  on  through  the  bill. 

Incidentally  if  I  may  move  on  to  page  3  of  my  memorandum,  we 
reaUze  that  in  our  institutions  we  must  get  along,  and  meet  the  com- 
petition that  exists  in  the  communities,  but  we  think  it  would  be  fair 
if  the  Congress  insisted  on  completely  fair  play  and  accurate  repre- 
sentation m  the  question  of  rates.     I  do  not  think  there  is  a  manager 
of  one  of  our  institutions  from  one  end  of  the  country  to  the  other 
that  does  not  feel  that  the  public  has  misunderstood  the  costs  under 
the  F.  H.  A.  sponsored  financing.     We  would  like  to  see  the  statute 
and  rules  and  regulations  of  the  Administrator  clearly  requu-e  the 
making  of  a  record  of  all  the  brokerage  and  the  fees  and  the  commis- 
sions and  all  the  gadgets  of  every  kind  which  the  borrower  has  to  pay, 
and  that  the  borrower  be  given  a  copy  of  that  particular  record.     We 
do  that  in  many  hundreds  of  our  institutions,  and  we  feel  it  would 
make  a  much  more  fair  and  favorable  situation  under  which  we  could 
operate.     I  do  not  think  there  is  anything  unreasonable  about  our 
amendment.     If    a    Government-sponsored    lending    or    mortgage- 
guarantee  agency,  using  the  mails,  using  the  pubHcity  and  prestige 
of  the  Government,  has  a  mortgage  scheme  which  many  people  want 
to  use,  if  it  costs  the  borrower  6.4,  the  borrower  should  be  told  it  is 
6.4,  and  the  Government  agency  should  not  be  wandering  up  and 
down  the  land  talking  about  or  implying  a  5-percent  rate  to  borrowers. 
As  a  matter  of  fact,  their  approved  mortgages  were  stopped  by  the 
better  business  bureaus  in  many  areas.     It  was  technically  5  percent 
interest,  but  then  there  is  a  half  percent  service,  and  a  half  percent 
insurance,  2}^  construction-loan  fee,  and  in  some  areas  a  broker  who 
submitted  the  loan  to  the  approved  mortgagee  got  another  percent  or 
two.     It  seems  to  me  it  made  a  thoroughly  unwholesome  situation 
and  one  that  was  a  bit  unfair  to  institutions  which  were  trying  to  do 
business  without  the  F.  H.  A.  plan. 

Mr.  Luce.  Would  you  like  to  have  the  overhead,  costmg  $10,000,000 
or  $15,000,000,  all  reflected  also? 

Mr.  Bodfish.  Well,  I  think  it  would  be  presumptuous  for  us  to 
suggest  that,  but  I  think  as  we  have  got  to  compete  in  the  field  with 
the  Government-sponsored  mortgage  guarantee  plan,  that  it  ought  to 
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be  absolutely  factual.     We  had  the  same  thmg  a  little  bit  under 

title  I.  .  1     T      T»r  X   X 

Incidentally,  we  want  to  operate  under  title  I.  We  want  to 
cooperate  in  the  renewal  of  title  1.  But  it  was  supposed  to  be  5 
percent.  That  was  the  whole  talk.  As  a  matter  of  fact  it  cost  9.7, 
and  it  was  on  a  discount  basis.  At  the  same  time,  the  Federal 
Trade  Commission  had  the  General  Motors  Acceptance  Corporation 
down  here  on  the  pan  because  they  had  a  6  percent  plan,  when  the 
Government  was  running  the  same  sort  of  operation  itself. 

Mr.  Luce.  You  think  we  should  appropriate  $10,000,000  or 
$15,000,000  a  year  for  administration  expenses.     Ought  not  that  to 

be  included  in  the  cost? 

Mr.  BoDFisH.  I  think  it  is  up  to  the  Congress  as  to  what  money 
it  wants  to  expend  in  the  conduct  of  the  F.  H.  A.  arrangement. 

Mr.  Luce.  I  know,  but  you  want  the  borrower  to  know  exactly, 

of  course? 

Mr.  BoDFisH.  No;  we  are  not  going  to  the  point  of  wanting  the 
borrower  to  receive  a  copy  of  the  annual  report  of  F.  H.  A.  each  year. 
That  is  not  important  to  us.  I  will  illustrate  practically  the  situation. 
We  have  had  people  walk  into  our  institutions.  This  happened  to 
one  when  I  happened  to  be  present  once.  A  borrower  came  in  who 
had  had  an  amortized  mortgage  loan  with  that  institution  at  6  per- 
cent for  a  number  of  years,  and  this  borrower  said,  '1  want  one  of 
those  5  percent  Government  loans."  Well,  naturally  it  would  be 
only  proper  that  the  executive  of  the  institution  said,  ''Well  now,  we 
have  enjoyed  dealing  with  you,  and  we  have  tried  to  be  fair,  and  our 
rate  is  6  percent.     This  loan  you  are  talking  about  is  going  to  cost 

you  6.4."  1      1*1    1         xu 

Well,  the  person  stepped  right  up  to  the  phone  and  called  up  the 
F.  H.  A.  office  and  said,  '^Didn't  you  tell  me  that  interest  rate  was  5 
percent^"  "Yes,  it  is  5  percent,"  but  there  was  another  point  and  a 
half  to  two  points  of  ''hidden  ball"  in  the  thing,  and  consequently  we 
have  had  dissatisfied  customers  from  one  end  of  the  land  to  the  other. 
Now  maybe  this  is  a  petty  thing  to  talk  about,  but  I  think  when 
the  Government  is  going  to  force  the  interest  rates  down,  if  we  are 
going  to  emphasize  the  lower  returns  to  capital— which  incidentally  is 
one  of  the  causes  for  some  of  your  business  problems  today;  we  have 
gone  too  far  on  it— let  us  put  it  on  an  absolutely  fair  basis  so  that 
everybody's  whole  hand  is  played  above  the  table. 

I  have  alreadv  commented,  in  response  to  the  question  of  Mr. 
Wolcott,  on  the  practical  implications  of  lending  institutions  getting 
a  Government-guaranteed  bond  in  exchange  for  a  piece  of  foreclosed 

real  estate.  ,    ,       .  ,       ,  .  . 

We  would  like  to  see  in  section  20  of  the  title  which  appears  on 
page  14  an  amendment  which  would  permit  the  mortgager  and  the 
mortgagee  if  they  agree  or  concur,  to  withdraw  the  miortgage  from 
under  the  insurance  and  carry  their  own  risk  if  the  lending  institution 

sees  fit.  ,       ,       ,  1  •     xu- 

We  feel  that  the  change  in  rates  that  has  been  proposed  m  tins 
bill,  or  by  the  F.  H.  A.,  eliminates  the  mutual-mortgage  fund  as  a 
fund  from  which  the  borrower  >^'ill  ultimately  get  a  return,  which 
was  the  origmal  theory,  and  that  being  the  case  we  see  no  reason 
why,  once  a  mortgage  is  insured,  that  the  Government  should  be 
forced  to  continue  to  carry  that  contingent  liability  by  leaving  the 


situation  such  that  the  mortgage  cannot  be  withdraAvn  if  the  mort- 
gagor and  the  mortgagee  are  willing  to  relmquish  the  insurance. 

Mr.  GiFFORD.  You  would  be  quite  wilUng  and  want  to  save  the 
expense  after  it  was  down  to  about  50  percent,  would  you  not? 

Mr.  BoDFisH.  Yes,  of  course— and  possibly  after  getting  it  down 

to  66%  to  70  percent. 

Mr.  GiFFORD.  And  are  they  not  relying  on  that  insurance,  the 
Government  carrying  it  while  it  is  dangerous  and  then  being  relieved 
when  it  is  not  dangerous,  and  then  your  fund  is  depleted? 

Mr.  BoDFiSH.  What  happens  as  it  is  now,  in  order  to  pay  off  an 
F.  H.  A.  mortgage  we  have  to  pay  1  percent.  The  borrower  pays, 
or  they  are  amending  the  act  so  that  the  mortgagee  pays  it,  which 
means  he  will  pass  it  on  to  the  borrower,  in  order  to  refinance  the 
mortgage  or  to  get  it  out  from  under  the  insurance. 

In  the  main,  .in  our  building  and  loan  associations,  we  have  also 
followed  the  policy  that  a  person  should  be  permitted  to  refinance 
or  pay  off  his  obligation  at  any  time  that  he  saw  fit  without  penalty. 

Mr.  Hancock.  Mr.  Bodfish,  do  you  not  think  the  Federal  Housing 
Administration,  considering  the  problem  that  they  face,  would  be 
doing  very  well  if  they  can  restrict  the  cost  of  administration  and  their 
losses  to  an  amount  that  would  come  within  the  insurance  fund? 

Mr.  Bodfish.  In  my  judgment  costs  of  administration  exceed  their 
insurance  income  at  the  present  time,  to  say  nothing  of  reserves  for 

losses. 

Mr.  Hancock.  In  other  words,  they  would  be  doing  a  pretty  good 
job  if  they  could  hold  losses  and  costs  of  administration  to  the  amount 
of  the  insurance  fund,  would  they  not? 

Mr.  Bodfish.  Yes;  I  think  they  would  be  doing  a  very  good  job. 

Mr.  Spence.  Mr.  Bodfish,  under  the  charters  of  mutual  associa- 
tions and  thrift  associations  and  your  other  associations,  you  are 
limited  in  your  investments  to  loans  on  real  estate,  are  you  not? 

Mr.  Bodfish.  Exclusively. 

Mr.  Spence.  Exclusively?  . 

Mr.  Bodfish.  Other  than  loans  on  our  own  passbooks;  that  is,  if  a 
person  has  a  savings  account  sometimes  he  needs  funds  but  does  not 
want  to  withdraw  it. 

Mr.  Spence.  That  merely  means  the  withdrawal   of  money  he 

pays  in? 

Mr.  Bodfish.  That  is  right. 

Mr.  Spence.  But  the  only  investments  you  can  make  are  loans  to 
home  owners? 

Mr.  Bodfish.  That  is  right.  We  can  buy  a  few  Government 
bonds  at  times.  Going  back  to  times  of  normal  operation  when  we 
did  not  have  repossessed  worries  I  think  our  figure  was  92  percent  of 
our  assets  in  residential  mortgage  loans. 

Mr.  GiFFORD.  I  want  to  continue  that  other  matter  about  paying 
off  the  mortgage.  They  can  cancel  and  pay  off  the  mortgage  at  any 
time,  can  they  not,  and  refinance  it? 

Mr.  Bodfish.  No,  the  way  this  thing  is  set  up  the  Administrator 
can  charge  you  any  amount  he  sees  fit  up  to  the  total  of  all  the  pre- 
miums that  would  be  paid  if  the  mortgage  were  carried  to  maturity. 

Mr.  GiFFORD.  You  mean  to  say  if  they  carry  a  mortgage  6  or  7 
years  and  then  want  to  pay  it  off  that  they  could  not  pay  it  off  and 
refinance  it? 
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Mr.  Bqdfish.  You  cannot  pay  it  off  without  paying  a  penalty, 
which  is  determined  by  the  Administrator,  and  which  he  may  levy 
up  to  an  equivalent  of  all  the  future  mortgage  premiums  that  would 
be  due. 

Now,  gentlemen,  I  want  to  move  to  the  sections  that  deal  with 
rental  housing,  starting  on  page  16.  The  only  thing  I  want  to  call 
your  attention  there  is  the  fact  that  as  nearly  as  we  can  determine 
the  guaranty — namely,  the  exchange  of  Government  bonds  which 
you  place  behind  the  financing  of  apartment  buildings  and  structures 
of  the  like — is  a  100-percent  guaranty.  The  theory  of  the  mutual 
mortgage  fund,  as  I  understood  it,  was  that  the  lender  and  the  Govern- 
ment share  the  loss — that  is,  in  part.  That  is  the  theory  of  the 
foreclosure  and  repair  costs  being  attributable  to  and  being  paid  by 
the  mortgagee.  Under  the  apartment  or  large  mortgage  insurance 
or  guaranty  here  the  Administrator  takes  title  to  the  property, 
does  the  foreclosing,  and  pays  off  the  mortgagee  in  bonds  guaranteed 
by  the  United  States  Government.  Now,  we  are  not  opposing  this 
section,  but  we  are  merely  submitting  to  you  that  probably  the  easiest 
thing  to  do  is  to  so  write  that  section  that  the  lender  that  furnishes 
this  money  takes  some  part  of  the  loss,  otherwise  you  are  going  to 
have  most  generous  and  dangerous  financing.  You  will  get  action 
in  the  way  of  building  apartment  buildings  around  tlus  country. 

Mr.  Hancock.  And  what  is  the  difference  between  the  new  provi- 
sion and  the  existing  provision  on  the  question  of  cost  to  the  lender,  or 
rates  to  the  lender? 

Mr.  BoDFiSH.  The  provision  that  now  exists.  Congressman  Han- 
cock, is  a  very  brief  one  and  does  not  occupy  as  I  recall  more  than  15  or 
20  lines.  The  new  provision  completely  rewrites  the  section  and 
expands  it  and  makes  it  complete  and  of  the  character  which  can  be 
very  much  more  operative  prdbably  than  it  has  been  at  the  present 
time. 

Mr.  Hancock.  Under  the  present  language,  foreclosure  cost  is  all 
refunded  or  provision  made  for  reimbursement  to  the  lender,  is  it  not? 

Mr.  Bqdfish.  You  mean  on  the  small  mortgages? 

Mr.  Hancock.  Small  or  big. 

Mr.  BoDFiSH.  No;  I  do  not  so  understand  it,  as  regards  home  mort- 
gages. Under  your  section  207  here — section  22,  as  I  understand  it — 
the  Administrator  takes  the  property,  can  do  the  foreclosing  himself, 
is  authorized  to  pay  the  foreclosure  fees  out  of  funds  under  his  control, 
and  the  lender  can  walk  out  of  this  thing  whole  with  these  Government 
bonds. 

Mr.  Hancock.  The  only  difference  between  that  and  the  present 
law  that  it  is  incumbent  upon  the  mortgagee  to  do  the  foreclosing,  to 
repossess  the  property,  to  get  the  title  and  turn  it  over  to  the  F.  H. 

A. 

Mr.  BoDFisH  (interposing).  And  to  repair  it.  ' 

Mr.  Hancock  (continuing).  Then  the  F.  H.  A.  in  turn  issues  them 
the  amount  of  the  mortgage  in  bonds  or  debentures  and  sends  them  a 
certificate  to  cover  the  foreclosure  costs  and  other  necessary  expenses. 
As  I  understnad  it,  they  would  file  with  the  F.  H.  A.  what  they  call  a 
"certificate  claim''  or  ''cost  claim,"  and  that  becomes  a  debt  of  the 
insurance  fund. 

Mr.  BoDFiSH.  No;  that  "certificate  claim"  in  the  small  mortgages 
is  something  you  get  back  as  a  lender  if  the  property  sells  for  more  than 
the  amount  of  the  mortgage. 


Mr.  Hancock.  I  may  be  mistaken  about  that.  .    f  .i 

Mr.  BoDFisH.  If  the  property  is  worth  more  than  the  amount  of  the 
mortgage  the  F.  H.  A.  Administrator  will  never  get  it.  The  mstitu- 
tion  would  look  after  it  itself.  . 

Mr.  Transue.  About  the  60  percent  of  the  mortgage  loans  being 
made  on  the  smaller  tvpe  of  homes  by  the  bmldmg  and  loan  associa- 
tions, is  that  true  in  Michigan  as  compared  with  the  other  break-down 

of  the  States?  .        .  i.  xt-  i  • 

Mr.  BoDFiSH.  No ;  I  am  not  sure  that  that  is  quite  true  of  Michigan, 
Congressman  Transue.  One  of  the  situations  that  was  troublesome, 
was  Michigan,  for  the  reason  that  you  had  such  an  extensive  commer- 
cial bank  participation  in  mortgage  lending  in  the  Detroit  area,  and 
we  regard  it  as  one  of  the  reasons  the  Michigan  financial  situation 
tipped  the  way  it  did.     It  is  a  true  statement  in  most  of  the  smaller 

cities  m  Micliigan.  ,    ., ,.  ,  , 

Mr.  Transue.  How  about  Fhnt  and  the  buildmg  and  loan  associa- 
tion there?     Do  you  know  about  that? 

Mr.  BoDFiSH.  Flint  as  I  recall,  there  is  no  institution  there.  It  has  a 
small  Federal  which  has  been  started  lq  the  last  3  or  4  years,  winch  has 
made  about  a  half  million  dollars  in  loans. 

Mr.  Transue.  The  building  and  loan  association  that  was  there 
went  out  at  the  time  of  the  embezzlement  by  the  people  m  the  insti- 
tution? 1        i.    *!,    A 

Mr.  BoDFiSH.  No;  as  I  recall— well,  I  do  not  know  about  Uiat. 
You  had  a  big  bank  embezzlement  up  there.  I  did  not  know  there 
was  a  building  and  loan  embezzlement  too. 

Mr.  Transue.  We  had  one  in  the  building  and  loan,  too 
Mr.  BoDFiSH.  Occasionally  we  have  ''eye"  trouble  in  building  and 
loan  associations  as  well  as  everyplace  else.    We  call  that  *'eye'   trou- 
ble—you know,  that  inability  to  tell  other  people's  money  from  your 

own.  .        .  J   xT_       •        4- 

Mr.  Transue.  And  so,  so  far  as  Michigan  is  concerned,  there  is  not 
the  same  opportunity  to  look  for  building  money  there  as  there  is  m 
the  other  parts  of  the  country,  for  buildmg  those  associations? 

Mr.  Bqdfish.  We  are  not  so  strong  in  Detroit,  although  there  are 
several  excellent  institutions  in  the  metropoUtan  area.  Of  course 
Fhnt  involves— if  you  want  to  talk  about  local  towns— involves  a 
situation  in  which  one  has  to  proceed  with  considerable  caution  m 
makir^  15-  or  20-year  loans.  It  is  a  one-industry  town  and  does 
involve  some  very  pecuhar  problems  for  that  reason.  Our  institutions 
are  very  strong  at  other  places,  especially  in  Lansing,  Saginaw,  Kala- 
mazoo, Hancock,  Benton  Harbor. 

Gentlemen,  I  want  to  move  quickly  on  to  page  32. 

Mr.  McKeough.  Before  you  get  there,  w^hat  about  this  dwelling 
cost  per  room?  Have  you  any  suggestions  on  that?  They  have  that 
here  at  $1,000.  We  had  the  National  Housing  Act  under  considera- 
tion. The  committee  finally  decided  on  $1,250.  Have  you  any  com- 
ment on  the  practicability  of  that  in  large  concentrated  areas  of  heavy 

population?  .„    ,      ^ 

Mr.  Bodfish.  I  think  it  is  a  Uttle  low  if  the  Government  is  going 
to  guarantee  mortgages  on  what  you  would  call  fairly  high-class  apart- 
ment dwelUngs.  Now,  under  your  present  statute  the  apartments  or 
multifamily  dwellings  which  may  be  financed  under  Govemnient- 
guaranteed  mortgages  here  are  your  families  of  low  mcome.     That 
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restriction  is  put  definitely  in  the  statute  by  the  pending  bill.  This 
rewriting  of  that  section  removes  the  pointing  of  this  to  families  of 
low  income  and  merely  puts  a  per-room  cost  on  the  thing.  I  think 
that  is  probably  a  little  low  in  a  city  like  New  York  or  Chicago,  but 
certainly  not  too  low  for  cities  where  construction  costs  are  not  as 
high' 

Mr.  McKeough.  Thank  you. 

Mr.  BoDFisH.  I  want  to  talk  about  national  mortgage  associations 
a  little  bit,  because  we  have  some  strong  convictions  in  connection 
with  that  particular  part  of  the  legislation. 

Mr.  Spence.  Mr.  Bodfish,  on  yesterday  Mr.  McDonald  and  Mr. 
Fei^uson  both  said  that  the  activities  of  the  national  mortgage 
associations  were  limited  to  section  207,  under  section  26,  and  1  was 
wondering  what  your  opinion  on  that  subject  is. 

Mr.  Bodfish.  Congressman  Spence,  that  appears  on  page  32, 
section  26,  and  I  have  examined  the  languiige  carefully.  It  is  the 
basis  of  one  of  our  strong  objections  to  this  bill,  because  as  we  read  it 
carefully  the  national  mortgage  associations  can  purchase  or  service 
any  type  of  first  mortgage  up  to  80  percent  of  value. 

Mr.  Spence.  Is  not  that  all  qualified  by  the  language  of  section  10 
and  22,  ''which  are  insured  under  section  207  of  this  act"? 

Mr.  Bodfish.  No;  because  as  you  read  th3  bill  it  says  that  sub- 
ject to  the  rules  and  regulations  of  the  Administrator,  he  may  pur- 
chase, service,  and  sell  first  mortgages  and  other  first  liens  not  exceed- 
ing 80  percent  of  the  appraised  value  of  the  property  *'and"  to  make 
mortgages  and  advances  which  are  insured  under  section  207.  The 
word  is  ''and."     The  "207"  reference  as  I  read  it  is  not  a  qualification. 

Mr.  Hancock.  Yes;  you  make  advances  only  on  mortgages  insured 
under  207,  imder  the  language  of  the  bill? 

Mr.  Bodfish.  Well,  "purchase"  is  officially  what  the  RFC  Mort- 
gage Co.  is  doing.  No;  they  can  make  advances— that  is,  they  can  go 
directly  into  mortgage  operation,  make  the  original  loan,  carry  it 
through  the  construction  period,  through  207. 

Mr.  Hancock.  That  is  connected  with  a  large-scale  operation  or 
project? 

Mr.  Bodfish.  That  is  right.  Now  it  is  not  our  purpose  to  suggest 
to  Congress  as  to  what  you  should  do  as  to  the  large-scale  operation. 
We  do  not  make  large-scale  loans,  and  we  do  not  intend  to,  but  4,000 
of  our  institutions  have  put  considerable  money  into  the  Home-Loan 
Bank  System,  and  we  think  it  is  doing  a  good  job.  We  have  12  banks, 
about  $200,000,000  assets,  at  the  present  time.  We  have  gone  into 
the  capital  markets,  and,  incidentally,  our  debentures  are  restricted  to 
5  times  our  capital,  or  our  secured  bonds  12  times,  where  these  national 
mortgage  associations  propose  to  go  in  on  a  20-to-l  basis,  which  is 
pretty  thin,  we  feel  that  if  you  are  going  to  have  any  national  mortgage 
association  operation,  it  should  be  at  the  most  confined  to  the  larger- 
unit  phase  rather  than  duplicating  and  intruding  upon  the  work  which 
now  is  done  by  the  Home-Loan  Bank  System,  of  which  we  have 
about  4,000  local  members,  largerly  building  and  loan  associations, 
but  including  savings  banks  and  smaller  insurance  companies. 

Mr.  Hancock.  Air.  Bodfish,  from  the  testimony  that  has  been  pro- 
duced here  I  think  it  is  quite  clear  that  that  is  not  the  concept  that  the 
officials  of  the  Federal  Housing  Administration  have  of  those  particular 
sections. 


Mr.  Bodfish.  Then  if  that  is  not  their  concept,  they  should  have  no 
objection  at  all  to  rewriting  the  language  so  it  is  made  absolutely  clear. 
I  think  that  under  this  language  they  are  confined  to  assuring  loans 

Mr  Williams.  Do  you  feel  that  there  is  any  need  or  any  necessity 
or  any  demand  now  for  a  market  for  these  home  loan  mortgages,  a 
clearing  house  for  them? 

Mr.  Bodfish.  No;  I  do  not.  ,,-..•  ,  i 

Mr.  Williams.  That  is,  where  the  banks  and  building  and  loan  asso- 
ciation in  the  case  of  need  could  go  and  sell  them? 

Mr.  Bodfish.  I  do  not  think  so  myself.  I  think  we  have  adequate 
facilities  for  small  mortgages  in  the  Home  Loan  Bank  System. 

Mr.  Williams.  You  recognize,  I  think,  a  very  fundamental  ditter- 
ence  between  the  principles  we  are  discussing,  one  of  them  winch  per- 
mits a  loan  direct,  and  the  other  one  which  simply  permits  them  to  buy 

and  sell  mortgages  on  the  market?  ^    ^    .i  •     wru^^ 

Mr  Bodfish.  W>11,  I  think  that  the  thing  amounts  to  this:  W  hen 
vou  say  "buy  and  sell,"  Mr.  Congressman,,  as  a  practical  matter  it 
amounts  to  direct  loans,  because  under  the  legislation  as  it  has  been 
written  here  it  is  possible  for  the  F.  H.  A.  to  give  a  commitment  m 
advance  of  construction,  regarding  the  insurance,  so  that  when  tlie 
building  is  constructed,  so  that  if  it  meets  inspection  and  rules  ot  the 
F  H  A  ,  they  will  insure  the  mortgage,  which  means  that  an  individual 
practically  can  get  an  advance  commitment.  WTien  I  have  the  insured 
mortgage  then  I  can  sell  it  to  the  RFC  Mortgage  Co.  and  that  is  a 
thmg  that  has  been  going  on  so  far,  and  to  my  mmd  that  is  just— well, 
it  is  not  direct  loaning,  but  it  is  only  about  a  few  degrees  removed  from 

direct  loaning.  ^         _    ,  ^u  4.  i,«^ 

Mr  Williams.  Has  it  not  been  a  fact  that  one  reason  that  has 
deterred  lending  on  real  estate  has  been  due  to  the  fact  that  in  case 
of  necessity,  in  case  of  need,  the  lending  institutions  have  not  been 
able  to  dispose  of  these  mortgages?  In  case  a  depression  comes  there 
are  a  lot  of  frozen  assets,  especially  in  the  banks,  and  if  they  had  an 
agency  to  which  they  could  go,  such  as  the  National  Mortgage  Associ- 
ation, proposed  in  this  case,  to  which  they  could  go,  to  whom  they 
could  dispose  of  these  mortgages,  would  that  be  a  help? 

Mr  Bodfish.  As  far  as  the  banks  are  concerned,  if  you  use  that 
as  an  illustration,  you  have  already  provided  by  statute  that  these 
F  H  A.  mortgages  can  be  taken  to  the  Federal  Reserve  System  and 
made  the  subject  of— not  discounts,  but  advances,  which  advances 
are  not  limited  in  any  way,  they  could  be  100-percent  advances. 

It  seems  to  me  that  as  far  as  banking  institutions  are  concerned, 
that  is  all  the  support  that  their  investments  m  long  term  mortgages 
needed,  when  you  agree  to  put  the  money  issuing  power  behind  them. 

Mr.  Williams.  That  takes  care  of  the  Federal  Reserve  System, 
but  you  know  that  there  are  8,000  banks  in  this  country  outside  of 

the  System.  ,^  ,    ,      ,  .  i.     ji    xi, 

Mr.  Hancock.  Then,  too,  Mr.  Bodfish,  banks  cannot  handle  those 

large  mortgages  can  they?  ,      n 

Mr.  Bodfish.  I  do  not  know.    I  think  they  can,  legally—— 
Mr.  Hancock  (interposing).  They  are  prohibited,  are  they  not, 

from  making  any  one  loan  in  excess  of  a  certain  amount  of  their 

capital  and  surplus?  .    .  „    ^  ^     r  ^i.  •  -x  i 

Mr.  Bodfish.  In  excess— what  is  it?    Ten  percent  of  their  capital 

reserve?    But  a  large  bank  could  make  them. 
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Mr.  Hancock.  Do  you  know  of  any  real,  active,  liquid  market  for 
large  mortgages  today? 

Mr.  BoDFisH.  I  cannot  speak  for  the  principal  source  of  that  type 
of  capital.  Of  course,  it  is  the  insurance  companies  who  have  made 
the  bulk  of  that  type  of  loans.  I  think  there  will  be  plenty  of  capital 
available  for  those  kinds  of  mortgages.  If  you  set  up  this  arrange- 
ment, so  that  if  an  institution  makes  one  of  those  large-unit  loans  and 
it  does  not  turn  out  just  so  well,  he  can  get  Government  guaranteed 
bonds  in  exchange  for  it,  that  certainly  ought  to  bring  capital  into  the 
field  if  it  is  desired. 

Gentlemen,  on  the  National  Mortgage  Association  matter,  we 
strongly  ui^e  that  those  facilities  be  confined  to  the  large-unit  activ- 
ities, feeling  that  our  home-loan  bank  system  serves  the  other  small 
field. 

Mr.  Ford.  Might  I  inject  just  one  remark  there,  Mr.  Chairman? 
Mr.  Bodfish,  you  know  that  here  in  Washington  there  have  been  two 
or  three  rather  large  operations  financed,  that  the  mortgage  was  taken 
by  the  R.  F.  C.  and  later  on  sold  to  big  insurance  companies.  Isn't 
it  true  that  this  National  Mortgage  Association — now,  I  do  not  know 
the  language  of  the  bill  here — might  be  altered  a  little?  I  do  not 
know  about  that.  But  would  not  that  make  a  sort  of  situation  similar 
to  what  the  Federal  Reserve  is  to  the  Federal  Reserve  banks,  a  place 
where  if  they  go  to  turn  that  mortgage  into  money  they  could  do  so, 
at  any  time  during  its  life? 

Mr.  Bodfish.  My  understanding  is  that  the  projects  which  have 
been  financed  here,  the  commitments  were  made  directly  and  the 
advances  were  made  directly  by  the  life  insurance  companies,  that 
these  large-unit  mortgages  as  I  understand  it  did  not  go  to  tbe  R.  F.  C. 

Mr.  Ford!  I  do  not  understand  that.  I  understand  the  R.  F.  C. 
did  make  some  of  the  original  loans  and  then  sold  the  mortgage  to 
the  insurance  companies. 

Mr.  Williams.  I  understand  it  that  way. 

Mr.  Bodfish.  I  am  not  informed  about  two  of  the  largest  projects 
where  the  loans  were  made  by  the  Prudential  and  the  New  York  Life. 

Mr.  Ford.  I  am  just  citing  that  as  an  example  of  how  this  might 
work  out  in  the  main. 

Mr.  Ford.  I  tliink  it  is  a  fact  the  R.  F.  C.  Mortgage  Co.  has  not 
only  engaged  in  purchasing  F.  H.  A.  mortgages  that  were  not  sold  to 
other  lending  institutions,  because  there  have  been  times  when  they 
have  given  builders  and  contractors  commitments  to  furnish  the 
money  after  the  project  is  completed  and  the  mortgage  is  in. 

Mr.  Bodfish.  Answering  Congressman  Ford's  question,  I  think 
there  is  no  question  but  what  the  lending  on  large-unit  properties  in 
this  country  should  be  subjected  to  some  type  of  Government  super- 
vision. Certainly  none  of  us  want  to  see  again  the  repetition  of  the 
real-estate  mortgage-bond  fiasco  that  we  had  from  one  end  of  this 
country  to  the  other. 

Mr.  McGranery.  That  is  one  reason  for  the  National  Mortgage 
Association  in  this  bill.  You  take  that  out  and  you  take  the  heart 
right  out  of  this  bill. 

Mr.  Bodfish.  Well,  with  all  the  colossal  accuinulations  of  capital 
that  you  had  in  the  insurance  companies  and  in  institutions  of  that 
Idnd,  if  you  give  large  lenders  a  very  generous  guaranty  it  is  also 
necessary  to  use  a  Government  unit  here  to  issue  securities  and  raise 


the  capital  also.  And  of  course  I  do  not  think  they  can  sell  any  of 
their  securities  unless  you  give  them  a  very  broad  tax  exemption  and 
possibly  guarantee  their  bonds,which  is  certainly  not  private  enterprise. 

Mr.  ^McGranery.  Has  there  been  a  single  person,  Mr.  Bodfish, 
that  has  appeared  before  this  committee,  that  would  sa)^  that  this  is 
attractive  to  them  as  an  investment  proposition?     Not  a  single  person. 

Mr.  Bodfish.  Then,  Congressman  McGranery,  doesn't  that  raise  a 
reservation?  If  private  capital  is  afraid  of  it,  I  think  we  ought  to  use 
considerable  caution  before  we  put  Government  funds  into  a  direct 
Government-lending  operation.  •  i    j.  • 

Mr.  McGranery.  I  do  not  think  private  capital  is  afraid  of  it.  I 
think  private  capital  might  want  a  greater  return  for  their  money. 

Mr.  Bodfish.  Of  course,  no  private  capital  in  any  field  can  success- 
fully compete  vath  the  credit  costs  of  our  Government,  because  after  all 
that  credit  is  predicated  on  the  assets  and  the  productivity  of  all  the 
industries  and  the  business  and  the  indi\dduals  of  the  country,  and 
my  only  thought  on  the  thing  is  let  us  not  have  it  in  the  small  field 
where  we  have  already  a  home-loan  bank  system. 

Mr.  McGranery.  If  we  fix  a  fair  rate  here,  what  we  consider  to  be 
a  fair  rate,  and  then  fail  to  establish  the  National  Mortgage  Associa- 
tion, we  are  again  going  to  be  at  the  mercy  of  private  capital.  They 
will  refuse  to  come  in  and  will  demand  a  higher  rate  of  interest. 

Mr.  Bodfish.  Well,  I  think  anything  can  be  done  in  the  world  if  we 
put  the  Government  credit  behind  it.     That  is,  there  is  no  question 

about  it.  ^r        ^      ir»    1  1. 

Mr.  Ford.  Do  I  understand  that  objection  then,  Mr.  Bodfish,  to  be 
that  you  want  this  limited  to  the  larger  projects? 

Mr.  Bodfish.  That  is  it. 

Mr.  Ford.  Absolutely  confined  to  that? 

Mr.  Bodfish.  That  is  it. 

Mr.  Ford.  Under  the  language  of  the  bill,  I  do  not  know.  It  seems 
to  me  to  be  all  right,  but  if  it  is  not  the  lawyers  can  straighten  it  out. 

Mr.  Bodfish.  I  think  that  is  particularly  important. 

Mr.  Williams.  There  is  no  question  in  my  mind  about  the  language 
of  this  bill.  It  throws  open  the  door  absolutely  to  national  mortgage 
associations,  so  far  as  buying  and  selling  of  mortgages  is  concerned,  up 
to  80  percent. 

Mr.  Bodfish.  That  is  right. 

Mr.  Williams.  In  addition  to  that,  it  permits  them  to  make  loans 
directly  for  the  construction  of  projects  imder  section  207,  on  which  a 
mortgage  has  been  executed  and  which  has  been  insured  by  F.  H.  A. 

Mr.  Bodfish.  That  is  right.  I  think  there  is  another  tiling. 
Governor  Eccles  testified  before  the  Senate  committee,  and  I  think 
Mr.  McDonald  did,  too,  that  tax  exemptions  are  necessary  for  the 
securities  of  the  National  Mortgage  Associations  to  operate. 

Mr.  WoLCOTT.  Before  you  get  into  that,  at  the  present  time  are  not 
the  proposed  functions  of  the  National  Mortgage  Associations  pretty 
well  taken  care  of  thi'ough  the  home-loan  bank? 

Mr.  Bodfish.  Insofar  as  the  functions  in  the  smaller  mortgage 
field  are  concerned,  we  think  our  home-loan  bank  system  does  that 
job,  and  does  it  well.  As  far  as  the  larger  unit  mortgages  are  con- 
cerned, we  do  not  take  them  at  all  in  the  home-loan  banks  system. 

Mr.  Hancock.  You  want  the  Home  Loan  Bank  Act  amended  so 
they  can  extend  their  lending  privileges,  do  you  not? 
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Mr.  BoDFiSH.  No;  not  quite  that  much.  One  of  the  things  in  order 
to  help  our  institutions  function  a  httle  more  in  this — we  realize  some 
validity  in  the  argument  that  a  portion  of  our  population  must  rent 
and  probably  there  should  be  some  building  of  multi-family  properties, 
and  we  would  like  to  see  our  Home  Loan  Bank  Act  amended  so  that 
our  institutions  could  go  a  Httle  further  than  they  go  now  in  the 
rental-property  field.  We  do  not  care  to  go  into  any  of  these  great 
big  $5,000,000  things.    We  have  no  capacity  nor  incUnation  to  do  that. 

Mr.  WoLcoTT.  What  I  was  leading  up  to  was  the  fact  we  could 
accomplish  the  same  purpose  as  is  proposed  in  this  act  by  some 
amendments  to  the  Home  Loan  Bank  Act,  could  we  not? 

Mr.  BoDFiSH.  That  is  true,  except  this,  Congressman  Wolcott:  We 
have  had  a  pretty  conserv^ative  set-up  in  the  Home  Loan  Bank  Act. 
For  example,  when  we  issue  debentures  we  cannot  go  beyond  five 
times  our  capital.  If  bonds  are  issued  and  secured  by  mortgages  we 
cannot  go  beyond  12  times  our  capital. 

Mr.  Wolcott.  Do  you  not  think  it  advisable  to  keep  it  a  little 
more  conservative  than  as  contained  in  this  bill?  Perhaps  that  is  an 
unfair  question. 

Mr.  BoDFiSH.  No;  I  do  not.  I  think  tliis— that  when  you  start  out 
with  knowing  all  the  perils  of  large-unit  mortgage  lending  and  put 
Government  capital  into  a  central  mortgage  association  or  mortgage 
bank,  or  whatever  you  want  to  call  it,  and  then  have  it  issue  guaran- 
ties to  20  times,  with  only  5  percent  margin— I  think  you  have 
stretched  your  operation,  that  is,  your  debentures  or  bonds  in  relation 
to  your  capital  structure,  too  far.  •  i     r     xt 

Mr.  Wolcott.  Do  you  not  think  the  debentures  which  the  Na- 
tional Mortgage  Associations  are  allowed  to  issue  should  *be  propor- 
tionate to  the  amount  of  the  capital  paid  m  by  private  enterprise? 

Mr.  BoDFisH.  I  would  certainly  think  so.  Of  course,  this  is  so 
drawn  that  capital  does  not  need  to  be  paid  in. 

Mr.  Williams.  Otherwise  we  would  have  a  Federal  Housmg 
Administration  insuring  mortgages,  and  then  the  National  Mortgage 
Association  underwriting  the  mortgages,  and  the  Federal  Treasury 
holding  the  bag  for  both  agencies. 

Mr.  Spence.  They  cannot  assist,  as  the  Federal  home-loan  banks 
give  the  building  and  loan  associations  and  the  thrift  associations 

assistance? 

Mr.  BoDFisH.  You  see,  the  home-loan  bank  system  is  set  up  on 
the  basis  of  purchase  of  stock  by  the  institutions.  We  bought  over 
$30,000,000  in  stock,  and  that  stock  interest  is  increasing  at  all  times. 
The  Government  has  invested  also  in  the  stock.  There  are  provisions 
in  the  act  for  the  ultimate  retirement  of  that  Government  stock.  As 
I  recall,  the  banks,  since  their  beginning— you  recall  they  were  set  up 
just  before  the  storm  hit  us  in  the  way  of  the  "banking  holiday"  and 
the  hke— have  had  a  turn-over  m  loans  of  about  $350,000,000.  They 
now  have  advances  of  about  $150,000,000  out.  They  have  gone  into 
the  capital  market  and  raised  $75,000,000,  and  those  bonds  are  not 
guaranteed  by  the  Government.  On  the  other  hand,  the  home-loan 
banks  are  not  private  institutions. 

You  see  your  National  Mortgage  Association  set-up  is  a  pnvate 
mortgage  company  operated  for  profit  by  individuals.  Our  home- 
loan  bank  svstem  is  a  quasi-Govemment  operation  operated  or 
supervised  under  a  board  appointed  by  the  President.     They  pay 


dividends  to  the  members  only  on  concurrence  of  the  board,  and  the 
board  has  broad  supervisory  powers  in  regard  to  member  institutions 
and  the  Hke.     The  home-loan  bank  system  has  about  4,000  members 

at  the  present  time.  •  i.  ^v.    i.         i 

Mr.  Spence.  Can  you  rediscount  your  paper  with  the  home-loan 

banks? 

Mr.  BoDFisH.  No. 

Mr.  Spence.  Is  there  any  place  you  can  rediscount  your  paper 
fully  in  operations  with  either  the  Federal  or  State  organizations  .^ 

NIr.  BoDFisH.  We  can  take  our  mortgages  to  the  home-loan  bank 
system  and  borrow  up  to  65  percent  of  the  unpaid  principal  of  a 
mortgage  that  is  current  and  up  to  date.  In  other  words,  there  is 
nothing  in  our  proposal  or  in  our  home-loan  bank  set-up  that  does 
not  force  the  lender  to  eventually  carry  a  good  portion  of  the  risk. 
There  is  no  such  thing  as  a  discount  operation.  It  is  purely  a  borrow- 
ing operation  on  the  security  of  the  collateral. 

Mr.  Williams.  That  act  limits  membership  to  certain  classes  of 

institutions?  .  .         ,      i      u   'u-  a 

Mr.  BoDFisH.  Insurance  companies,  savings  banks,  building  ana 

loan  associations,  and  cooperative  banks. 

Mr.  Williams.  It  does  not  include  banks  m  a  general  sense  and 

mortgage  companies?  .     ,    ,  •  i  u     i 

Mr.  BoDFisH.  It  does  not.  It  does  not  include  commercial  banks, 
and  it  does  not  include  mortgage  companies  for  the  reason  they  are 
not  supervised  institutions.  A  principal  requirement  m  the  act  is 
they  must  be  institutions  subject  to  public  inspection  and  supervision. 
Mr.  Spence.  Do  you  think  that  provision  of  the  law  should  be 
liberalized  with  reference    to  your  privileges  about  borrowing  on 

paper? 

Mr.  BoDFisH.  You  mean  65  percent  of  that?  I  think  65  percent  is 
very  conservative.  I  think  sometimes  when  we  have  had  more  ex- 
perience it  can  be  raised.  But  keep  in  mind  we  are  trying  to  build 
the  source  of  capital  in  the  private  markets  without  a  Government 
guaranty.  Now,  the  last  $25,000,000  debentures  that  were  sold,  sold 
on  a  2-percent  basis,  but  they  were  3-year  maturities.  The  real  prob- 
lem and  the  test  of  what  the  Home  Loan  Bank  System  is  really 
going  to  amount  to  will  come  when  you  get  to  the  place  of  seUing  10- 
to  15-year  securities,  and  certainly  they  are  going  to  sell  at  a  half 
point  at  least  above  the  direct  Government  obligations,  so  tliis  thing 
is  not  something  that  you  can  just  dash  right  into,  and  I  think  if  your 
national  mortgage  associations  sell  long-term  securities,  unless  I 
am  mistaken,  unless  they  have  very  strong  Government  support  there 
will  not  be  much  market  for  them. 

Mr.  Crawford.  May  I  ask  one  question? 

The  Chairman.  Certainly. 

Mr.  Crawford.  Mr.  Bodfish,  that  provision  of  section  7  is  very 
intriguing  to  me,  and  I  think  very  sound,  but  I  want  to  ask  you  two 
simple  questions.  Do  you  know  what  the  profit  mark-up  per  unit  is 
by  this  English  firm  of  I^ang  &  Co.  you  referred  to? 

Mr.  Bodfish.  The  mark-up  of  John  I^ang  &  Co.,  I  happen  to  know, 
but  I  hesitate  to  put  it  in  the  record.     You  see  what  I  mean. 

Mr.  Crawford.  I  won't  ask  you  to  do  that.  In  other  words,  it  is 
sufficiently  high  that  he  can  well  afford  to  go  into  the  pool? 

Mr.  Bodfish.  Let  me  say  this.  It  is  about  four  times  what  he 
puts  in  the  pool. 
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Mr.  Crawford.  That  is  close  enough. 

Mr.  BoDFisH.  And  my  understanding  is  he  puts  less  than  3  percent 
in  the  pool. 

Mr.  Crawford.  That  is  close  enough.  Now,  one  other  thing:  You 
feel  that  if  this  committee  did  give  serious  attention  to  tliis  recom- 
mendation and  adopt  it  that  our  building  operators  would  make  a 
strong  attempt  to  increase  their  mark-up  over  and  above  present 
margins  in  order  to  offset  the  contribution  they  would  make  to  the 
pool? 

Mr.  BoDFisH.  I  do  not  think  they  should.  I  think  that  where  a 
man  is  making,  as  a  builder  on  a  small  house,  anywhere  from  15  to  20 
percent  on  the  transaction,  which  is  common  in  tliis  country,  I  think 
he  ought  to  be  willing  to  leave  5  percent  in  there  for  3  or  4  or  5  years, 
if  your  are  going  to  give  him  what  we  know  as  ''abnormal",  and  inci- 
dentally very  risky  high  percentage  loan  partially  guaranteed  by  the 
Government. 

Mr.  Crawford.  That  is  the  reason  I  feel  the  amendment  is  so 
highly  constructive. 

Mr.  Bodfish.  Of  course,  it  is  possible  he  may  inflate  his  prices  to 
the  place  of  making  up  for  that,  but  I  do  not  know  how  we  can  control 
prices. 

Mr.  Chairman,  I  want  to  get  to  an  important  thing  here  for  a  minute. 
Starting  on  page  6  of  my  memorandum  we  are  asking  that  you  include 
in  the  statute  a  clear-cut  provision  that  institutions  of  our  type  can 
function  under  title  I.  We  had  quite  a  time  with  title  I  before.  It 
was  set  up  essentially  as  a  personal-loan  operation  originally,  for  com- 
mercial banks,  and  after  about  9  months  of  negotiation  and  working 
around,  but  after  business  was  largely  under  way,  we  fin<ally  got  it 
worked  out  so  that  we  could  have  some  of  the  benefits  of  title  I. 

We  would  like  to  see  it  set  forth  in  the  act  that  institutions  who  must 
take  security  for  their  loans— and  we  must  do  that  in  the  savings  banks 
and  in  the  building  and  loan  associations — can  have  the  benefits  of 
the  title  I  insurance. 

Now,  turning  to  page  7  or  my  memorandum,  the  next  things  that  I 
ask  the  committee's  attention  to  deals  with  the  |Home  Loan  Bank 
System  and  the  institutions  under  it.  If  we  are  going  to  have  further 
pressure  on  interest  rates,  namely,  incomes  from  borrowers,  we  need 
some  changes  wliich  will  help  our  institutions  to  operate  under  the 
legislation. 

For  example,  we  are  quite  willing  and  anxious  to  see  our  home-loan 
banks  opened  up  a  httle  bit  with  regard  to  multifamily  property.  We 
do  not  want  to  go  to  real  large-unit  ones,  but  at  the  present  time  we 
cannot  take  anything  to  the  home-loan  bank,  which  houses  m.ore  than 
four  families.  'We  would  Uke  to  see  you  liberaUze  that  a  httle  bit  so 
that  as  determined  by  the  Board  here  in  Washington  if  we  make 
certain  loans  on  6,  8,  or  10  apartment  structures,  or  something  of 
that  kind,  in  helping  to  carry  a  construction  program,  we  can  use  that 
mortgage  paper  at  our  home-loan  banks  for  borrowings. 

We  also  feel  that  depressions  can  still  happen  in  tliis  country,  and 
while  we  are  making  good  progress  in  estabUshing  the  securities  of 
the  Home  Loan  Bank  System  in  the  financial  markets  of  the  country, 
we  do  think  it  would  be  wise,  assuming  that  major  demands  may  be 
made  on  that  system  by  its  4,000  institutions  if  a  recession  period 
should  develop  or  something  of  that  kind,  that  you  arrange  so  that 


the  H.  O.  L.  C.  (Home  Owners'  Loan  Corporation),  which  is  under 
the  same  Board,  can  support  somewhat  the  securities  which  the  Home 
Loan  Bank  System  has  issued  and  will  issue.  , 

We  do  not  think  that  involves— it  does  not  involve  at  tins  tinie 
1  cent  of  money.  We  do  not  think  it  mvolves  any  radical  change  m 
policy,  but  we  do  think  it  rather  wise,  because  as  I  say,  we  think 
depressions  can  and  may  happen  again  in  this  country. 

As  a  part  of  this  whole  idea  of  fitting  our  institutions  into  this 
thing  we  would  like  to  see  our  Federal  savings  and  loan  associations, 
of  which  there  are  1,200  liberalized  a  httle  bit  as  to  the  extent  that 
they  can  go  moderately  into  the  multifamily  program  which  the 
IPresident's  message  talks  about.  •     •         j 

We  also  have  a  httle  cloud  hanging  over  the  functiomng  of  some 
1,200  of  our  institutions,  namely,  the  State  of  Wisconsin  is  contesting 
the  constitutionahty  of  the  Home  Owners'  Loan  Act. 

Mr.  Chairman,  we  want  these  amendments  very  much.  We  would 
like  to  see  you  add  about  half  a  dozen  amendments.  I  think  they 
are  in  the  main  things  that  your  Federal  Home  Loan  Bank  Board  will 
not  disagree  to,  although  of  course  I  cannot  speak  for  them,  but  if  you 
are  going  to  revise  the  whole  F.  H.  A.  Act  it  seems  reasonable  to  ask 
if  you  are  interested  in  housing  finance  and  stimulating  the  flow  of 
capital  into  the  field,  that  you  control  by  some  things  that  will  help 
our  4,000  or  5,000  or  6,000  active  institutions  to  meet  that  competitive 
situation,  and  go  sailing  along  and  do  their  part. 

The  Chairman.  That  has  not  been  called  to  our  attention  until 
near  the  end  of  this  special  session  in  which  we  are  trymg  to  deal  with 
one  phase  of  this  matter.  This  is  the  first  time  the  suggestion  has 
been  called  to  our  attention  at  all.  The  Home  Loan  Board  has  not 
mentioned  it  as  yet,  and  if  there  is  anythmg  desirable  along  that  Ime 
I  am  sure  the  members  of  this  committee  would  be  glad  to  consider 
such  legislation  when  we  have  an  opportunity  to  do  so.  Of  course, 
we  have  great  respect  for  your  judgment  about  all  proposed  changes 
that  may  be  thought  to  be  necessary. 

Mr.  Bodfish.  Mr.  Chairman,  my  only  thought  is,  I  do  not  know 
what  the  Federal  Home  Loan  Bank  Board  can  do  in  the  way  of 
suggestions,  but  here  we  are  getting  the  whole  country  interested  in  a 
housing  program.  It  is  going  to  have  some  very  adverse  effects  in  our 
judgment  on  our  institutions  that  are  domg  the  bulk  of  this  busmess, 
and  it  just  seems  to  me  that  it  is  not  a  well-rounded  program  unless  it 
does  give  some  attention  to  the  ability  of  the  thousands  of  institu- 
tions under  the  Home  Loan  Bank  System  to  function  effectually  in 

the  picture. 

Mr.  McKeough.  Why  leave  out  the  multiple  dwellings  here?  Why 
do  you  feel  that  would  be  a  benefit  to  your  group,  to  limit  that  to  four? 

Mr.  Bodfish.  We  are  limited  to  four  at  the  present  time. 

Mr.  McKeough.  You  are  offering  amendments.  I  wondered  if  you 
wanted  to  amend  that. 

Mr.  Bodfish.  No  ;  our  institutions  can,  as  building  activity  develops, 
make  some  loans  that  are  larger  than  four  families,  especially  through 
our  larger  institutions,  and  we  would  like  to  see  our  Home  Loan  Bank 
System  liberalized  so  that  we  can  raise  some  money  on  that  kind  of 
paper.  It  would  encourage  our  institutions  somewhat  to  assist  in  that 
phase  of  the  President's  housing  program.  That  is  the  only  reason  we 
mention  that  at  this  time. 
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Mr.  McKeough.  That  of  course  is  multiple  dwellings,  and  you 
testify  that  your  principal  activity  over  your  manj^  years  of  existence 
as  private  institutions  is  in  single-occupant  type,  snigle  dwelUngs. 

Mr.  BoDFisH.  That  is  true. 

Mr.  McKeough.  It  is  not  a  branching  out  into  the  multi-family 
dweUing  where  we  have  F.  H.  A.  and  other  large  loaning  institutions 
which  have  already  been  in  position  to  handle  those? 

Mr.  BoDFisH.  We  are  willing  to  move  on  up  into  the  smaller  multi- 
familv  dwellingrs. 

Mr.  McKeough.  Yes;  I  know  you  are,  but  I  just  wondered  why 
you  changed  now.  You  have  never  heretofore  gone  into  that  phase  as 
private  institutions. 

Mr.  BoDFisH.  We  have  had  some  of  our  institutions  who  have. 

Mr.  McKeough.  Yes;  but  generallv  speaking,  you  are  the  owner- 
occupant  dwelling  institution  private  lendmg. 

Mr.  BoDFisH.  That  is  right.  We  are  just  trying  to  move  into  and 
adjust  to  the  current  mortgage  business.  It  is  a  battle  to  get  good 
mortgage  loans  at  the  present  time,  and  having  Goverimient  leadership 
and  great  emphasis  placed  on  the  building  of  buildings  for  renting 
I  do  not  see  why  it  should  not  be  wise  to  encourage  some  of  our  larger 
institutions  to  finance  something  bigger  than  homes. 

Mr.  McKeough.  Do  I  understand  from  that  suggestion  that  you 
anticipate  real  improvement  in  the  multiple  dwelling  picture  so  that 
we  can  assume  from  the  testimony  that  we  can  look  forward  to  a  real 

revival  in  building?  .       .    ,    ., ,       j      xt    i     •  i  *• 

Mr.  BoDFisH.  I  thmk  you  are  gomg  to  build  under  this  legislation 
a  lot  of  multiple-family  properties,  because  I  think  a  lot  of  support  is 
being  thrown  behind  the  building  of  large  properties  for  rentv 

Mr.  McKeough.  I  can  understand  that,  because  you  feel  that  the 
owner-occupant  dwelling  will  not  be  attractive,  and  therefore  you 
want  to  be  in  position  to  get  into  this. 

Mr.  Bodfish.  I  think  home  ownersliip  is  gomg  to  become  less 
attractive  if  this  Government  sponsors  multifamily  rentmg  construc- 
tion too  strongly.  I  am  willmg  to  admit  there  is  a  proportion  of  our 
population  that  should  probably  Uve  in  properties  built  to  rent. 

Mr.  McKeough.  Do  you  feel  that  this  particular  plan  is  more 
attractive  to  the  lender  than  the  National  Housing  Act  that  we  passed 
in  the  closing  weeks  of  the  last  regular  session? 

Mr.  Bodfish.  No;  that  was  supposedly  for  the  lowest  income 
groups,   the  groups  that  need  direct  subsidy  in  providmg  decent 

quarters.  ,    „     ,  ,  i     •    •.      i. 

Mr.  McKeough.  Well,  that  is  the  great  bulk  of  the  people,  is  it  not, 
the  unorganized  forces  of  industry  who  need  homes  most  badly? 

Mr.  Bodfish.  I  am  gomg  to  give  you  a  surprismg  answer  on  that: 
I  thmk  that  we  have  convinced  ourselves  in  this  country  that  housing 
is  worse  than  it  really  is;  that  is,  our  housing  in  America— and  by 
that  I  am  not  objecting  to  improvement,  and  desire  to  do  everythmg 
I  can  to  unprove  it— is  better  than  anythmg  that  is  even  dreamed  of 
in  most  other  parts  of  the  world.  We  do  not  know  what  a  slums  is 
compared  with  slums  of  Manchester  and  Leeds  in  England,  where  the 
pubUc  housing  slum-clearance  projects  have  been  conducted  there. 

Mr.  McKeough.  I  am  just  a  normal  American.  I  am  not  so 
familiar  with  Manchester  and  I^eds,  except  as  I  have  seen  them  in  the 


books,  but  if  there  is  anything  worse  than  we  have  in  some  section  of 
this  Nation  they  must  be  deplorable. 

Mr.  Bodfish.  They  are. 

Mr.  McKeough.  And  they  are  sujQBciently  deplorable  here  to  war- 
rant the  interest  of  everybody  in  trying  to  improve  them,  even  though 
they  may  have  been  worse  in  Manchester  and  Leeds. 

Now,  what  I  am  seeking  to  find  out— I  am  encouraged  by  reason 
of  your  suggestion  that  we  consider  the  multiple  dwelling  or  four-unit 
(Iwelhng,  or  whatever  you  want  to  call  it,  so  that  you  people  can  get 
in.  It  seems  to  me  this  is  the  first  intimation  you  have  brought  to 
the  committee  of  your  desire  to  participate  at  least  in  some  phase  of 
this,  that  you  heretofore  have  not  taken  up,  and  I  am  very  much 
interested  in  having  a  bill  that  will  interest  all  phases  of  private  lend- 
ing, but  I  think  we  are  dwelling  entirely  too  long  and  too  carefully 
in  our  testimony  on  the  lending  side,  and  I  have  no  objection  what- 
ever to  making  that  subject  sufficiently  attractive  to  warrant  the  flow 
of  capital,  which  is  quite  necessary  if  the  plan  is  to  work,  but  I  think 
we  might  consider  more  at  this  time  the  phase  that  the  F.  H.  A.  amend- 
ments propose,  to  take  care  of  the  features  that  you  discuss  later,  and 
devote  some  little  attention  to  who  the  people  are  going  to  be  that  are 
going  to  have  suflficient  income  in  this  country  to  have  buildings  built 
as  owner-occupants,  and  we  ought  to  devote  some  little  attention, 
and  I  would  like  to  have  your  contribution  for  the  record  as  to  what 
you  think  is  the  possible  owner  dwelling  unit,  number  of  buildings 
that  might  be  developed  if  we  get  a  satsifactory  bill. 

Is  there  a  sufficient  number  of  people  in  this  country  needing  homes 
that  this  bill  will  attract,  with  sufficient  annual  income  to  warrant 
our  considering  this  as  a  practical  situation,  if  we  develop  it  to  the 
point  of  enactment? 

Mr.  Bodfish.  Mr.  Chairman  and  Congressman  McKeough,  I 
think  there  are  many  many  families,  and  I  think  they  run  into  the 
hundreds  of  thousands,  who  will  embark  upon  home  ownership  as 
the  general  business  situation  becomes  such  that  they  feel  in  their 
heart  that  they  are  going  to  have  employment  and  that  they  are 
going  to  have  regular  wages,  and  if  the  costs  of  home  purchase  are 
such  that  they  feel  that  it  is  probably  as  good  a  business  proposition 
to  that  little  family  to  buy  and  build  as  it  is  to  rent  or  take  existing 

property. 

Mr.  McKeough.  That  is  the  natural  desire  that  has  always  been 
prevalent  in  every  generation.     Is  not  that  safe  to  assume? 

Mr.  Bodfish.  That  is  true,  and  we  hope  it  is  maintained.  Of 
course,  we  suspect  sometimes  it  is  a  desire  for  an  automobile  rather 
than  a  home. 

Mr.  McKeough.  Well,  that  has  been  the  cry  for  25  years.  Never- 
theless it  was  present  during  all  of  the  25  years'  cycle  of  the  develop- 
ment of  the  automotive  industry. 

Mr.  Bodfish.  That  is  right. 

Mr.  McKeough.  Now  in  the  President's  message  he  points  out 
that  from  1930  to  1937,  inclusive,  the  average  annual  number  of 
new  dwelUng  units  constructed  in  the  United  States  was  180,000  as 
contrasted  with  the  annual  average  of  800,000  in  the  7  years  prior  to 
1930,  and  he  goes  on  to  say  in  his  message  that  ''It  is  estimated  that 
an  average  of  600,000  to  800,000  dwelling  units  ought  to  be  built 
annually  over  the  next  5  years  to  cover  the  accumulated  shortage  and 
to  meet  the  normal  growth  in  the  number  of  families." 
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Now,  from  the  period  of  1930  to  1937  your  people  participated  as 
largely  as  other  private  lending  institutions  in  the  development  of 
home  building.  Your  own  experience  may  not  have  been  quite  as 
satisfactory  as  some  of  the  other  institutions  that  participated  in 
that  building  boom,  and  I  think  you  testified  that  in  the  pick-up 
that  followed  the  collapse,  coming  out  of  the  '29  to  '33  debacle  in 
securities  values,  and  yet  there  were  only  180,000  imits  in  the  years 
that  this  program  was  under  way.     They  have  already  been  developed. 

Now,  what  concerns  me  is,  on  the  assumption  that  these  amend- 
ments will  prove  to  be  practical,  as  they  are  attractive  to  you  and 
the  other  lending  institutions,  on  a  just,  equitable,  and  sound  eco- 
nomic basis,  on  a  20-year  program,  what  can  we  anticipate  in  the  way 
of  building  units  constructed  that  will  in  any  way  aggregate  the  num- 
ber that  the  President  hopes  might  be  reached? 

Mr.  BoDFisH.  Congressman  McKeough,  that  is  a  sweeping  ques- 
tion.    I  think  it  is  tied  up  with  a  whole  group  of  broad  questions. 

Mr.  McKeough.  I  am  assuming  now  that  all  of  the  factors,  the 
loan  factor — that  is  what  concerns  your  people  principally? 

Mr.  BoDFisH.  That  is  right. 

Mr.  McKeough.  You  are  representing  institutions  that  loan 
money? 

Mr.  BoDFisH.  That  is  right. 

Mr.  McKeough.  Your  primary  interest  is  naturally  to  make  a 
sound  loan? 

Mr.  BoDFiSH.  That  is  right. 

Mr.  McKeough.  And  nobody  has  any  quarrel  with  that  approach. 

Mr.  BoDFisH.  That  is  right. 

Mr.  McKeough.  Now,  I  will  assume  for  the  purpose  of , getting  to 
some  practical  result  that  you  are  satisfied,  and  when  I  say  ''you"  I 
mean  the  lending  institutions,  and  that  the  other  program  will  like- 
wise be  satisfactory  to  the  fellow  that  borrows. 

Now,  based  on  your  wide  experience  of  the  building  subject,  from 
the  loan  viewpoint,  are  we  in  a  position  in  your  judgment  to  anticipate 
a  real  pick-up  in  the  building  construction  field? 

Mr.  BoDFisH.  Congressman  McKeough,  I  want  to  give  you  an 
entirely  candid  and  honest  answer. 

Mr.  McKeough.  That  is  what  I  want. 

Mr.  BoDFiSH.  I  do  not  believe  you  are  going  to  get  a  major  pick-up 
in  the  construction  of  homes  until  there  are  some  further  and  substan- 
tial adjustments  in  costs  and  in  rents  so  that  it  is  economically  desir- 
able for  a  family  to  buy  and  build,  or  build  and  buy,  as  contrasted  to 
renting  existing  property. 

It  just  seems  to  me  like  a  2  plus  2  proposition.  The  problem  of 
building  today  is  not  finance.  Finance  is  marching  up  and  dowTi  the 
land  in  the  small-home  field  looking  for  reasonably  safe  high  percent- 
age long-term  loans.     The  problem  is  customers. 

Mr.  McKeough.  Well,  I  do  not  think  it  is  alone  the  customer,  but 
I  won't  dwell  on  that. 

You  testified  to  that  experience  gained  in  Great  Britain  in  its  build- 
ing program,  and  indicated  that  the  labor  side  of  the  cost  was  pretty 
well  stabilized  over  several  years.  I  wonder  whether  or  not  in  your 
judgment  the  annual  wage  feature  referred  to  in  the  President's  mes- 
sage on  housing  Is  just  a  mirage  or  whether  it  is  a  practical  hope. 


Do  you  think  it  is  impossible  in  this  country  to  work  out  a  solution 
as  to  cost  from  the  labor  side  and  material  side  in  the  construction 
particularly  for  small  home-owner  occupants? 

The  thing  I  have  in  mind  in  offering  that  question  is.  Great  Britain 
is  as  higUy  organized  in  the  labor  field,  as  we  are,  if  anything,  I  think 
a  little  greater.  They  were  able  to  work  it  out  in  England,  and  I 
wondered  if  it  is  your  opinion  that  it  is  a  hopeless  situation  here. 

Mr.  BoDFisH.  Congressman  McKeough,  I  wouldn't  want  to  imply 
that  anything  that  President  put  before  Congress  was  a  mirage,  nor 
do  I  think  it  is  impossible  to  make  some  progress  in  connection  with 
building  costs. 

I  thmk  that  unless  you  set  forth  a  legislative  declaration  of  policy 
and  provide  some  orderly  procedure  in  your  legislation  for  those  nego- 
tiations and  for  those  plans  and  new  relationships,  1  am  afraid  nothing 
much  will  come  of  that  proposal. 

Mr.  McKeough.  It  is  obvious  that  we  of  the  Congress  could  not 
enact  into  this  proposed  statute  a  statutory  requirement  of  annual 
wage.  That  is  quite  obvious.  We  might  suggest  the  practicability 
of  having  that  approach. 

Mr.  BoDFisH.  And  you  might  suggest  or  insist  that  it  be  considered 
as  you  are  putting  the  Federal  Treasury  behind  no  end  of  these  loans. 
Government  guarantee  is  going  to  finance  the  large  projects  and  you 
might  make  a  start  by  some  sections  on  labor  relationships  or  ap- 
proaches to  a  better  annual  wage  in  case  you  are  going  to  put  the 
Federal  Treasury  behind  money  that  is  going  to  finance  it. 

Mr.  McKeough.  Let  me  ask  you  this:  Do  you  think  it  would  be 
any  more  difficult  to  invite  the  consideration  of  labor  to  make  this 
contribution  than  it  would  be  to  have  the  materialmen  and  the  lenders 

make  it? 

Mr.  BoDFiSH.  I  think  we  have.  I  think  we  are  going  to.  I  think 
we  have  been  making  ours  as  interest  rates  have  been  falling,  and 
they  are  continuing  to  fall.  I  think  they  are  even  going  to  fall  farther 
as  far  as  the  material  people  are  concerned 

Mr.  McKeough  (interposing).  WeU,  when  you  say  you  have  been 
making  yours,  what  are  your  average  income  rates  for  the  last  3 
years,  say? 

Mr.  BoDFisH.  You  mean  on  our  mortgage  portfolios? 

Mr.  McKeough.  For  single-owner-occupant  dwelling. 

Mr.  BoDFiSH.  If  I  had  to  estimate  it  I  would  say  about  6.3  per- 
cent. For  example,  as  to  an  institution  of  which  I  happen  to  be 
president,  in  Chicago,  the  income  of  the  mortgage  portfolio  is  5.7. 

Mr.  McKeough.  Let  me  say  then,  do  you  think  in  the  light  of  the 
present  rates  on  money,  those  that  have  applied  for  the  last  3  or  4 
years,  that  you  feel  that  you  have  made  a  large  contribution  as  to 

6.3? 

Mr.  BoDFisH.  I  do  not  hestitate  to  say  that  is.  A  substantial  con- 
tribution has  been  made,  because  the  high  percentage  loans 

Mr.  McKeough  (interposing).  Let  us  assmne  now  that  you  have, 
and  that  is  a  matter  on  which  I  reserve  judgment. 

Mr.  BoDFisH.  All  right.  Of  course  they  are  much  lower  than  that 
on  conservative  loans.  You  understand  on  40-  and  50-  and  60-percent 
loans  the  prevailing  rates  around  this  country  are  anywhere  from  4.5 
to  5)^.  We  are  making  5-percent  loans  in  any  number  of  our  institu- 
tions where  there  is  a  low-risk  factor. 
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Mr.  McKeough.  Just  based  on  that  magic  figure  of  6.3,  could  not 
the  Congress  approach  this  problem  with  as  much  hope  of  getting 
labor  to  make  its  contribution  as  you  testify  you  think  your  institu- 
tions have? 

Mr.  BoDFiSH.  Well,  I  do  not  know.  I  have  had  very  little  experience 
dealing  with  labor,  and  1  know  you  gentlemen's  judgment  on  that  is 
better  than  mine.  I  do  not  know  what  can  be  done  as  a  practical 
matter  with  the  cost  system. 

Mr.  McKeough.  I  am  a  Member  of  Congress  who  feels  this  way, 
to  be  fair  with  you,  Mr.  Bodfish,  that  in  spite  of  what  has  been  said 
about  labor  I  think  it  is  as  reasonable  an  agency  as  there  is  in  the 

country. 

I  think  that  it  will  make  its  contribution  as  willingly  as  any  other 
group,  and  I  have  every  reason  to  feel  justified  in  that  conclusion  by 
reason  of  the  experiences  arising  out  of  the  last  great  World  War.  No 
group  in  America  made  any  more  substantial,  patriotic  contribution 
than  did  labor,  and  I  look  upon  the  problem  that  now  confronts  the 
Nation  as  not  a  partisan  one  but  one  that  must  call  for  real  patriotism. 

Patriotism  usually  is  associated  synonymously  with  sacrifice  and 
contributions,  so  I  am  hoping  that  all  groups— you,  the  lender,  the 
materialmen,  labor — will  work  together  in  a  spirit  of  cooperation  to 
bring  about  a  revival  of  industry  through  a  comprehensive  practical 
program  of  home-owner  and  other  construction.  I  wanted  to  get 
your  views,  and  I  am  grateful  to  you  for  giving  them. 

Mr.  Bodfish.  I  assure  you,  Mr.  Congressman,  that  is  the  spirit  in 
which  we  come  before  the  committee. 

Mr.  McKeough.  I  think  so. 

Mr.  Bodfish.  For  example,  this  90-percent  loan — we  tnow  that 
the  money  lender  is  going  to  be  scared  to  death  at  that. 

Mr.  McKeough.  Suppose  he  is? 

Mr.  Bodfish.  We  sat  down  there  and  we  worked*  out  a  suggestion 
based  on  the  British  pattern  we  thought  might  work  and  get  results. 

Mr.  McKeough.  And  I  might  tell  you,  since  you  made  a  reference 
to  the  money  lender,  that  his  contribution  has  been  the  saddest  of  any 
group  in  the  Nation.  He  has  been  as  wrong  as  any  group  I  know,  in 
judgment  and  in  practical  contribution  and  cooperation,  and  I  do  not 
mean  the  building  and  loan  associations  or  any  particular  unit  in  the 
group,  but  if  we  were  depending  upon  his  philosophy  and  his  real  and 
substantial  contribution  in  the  way  of  patriotism  we  would  be  in  a 

bad  fix. 

Mr.  Spence.  Mr.  Bodfish,  you  said  that  you  thought  that  the 
building  associations  should  be  allowed  to  take  advantage  of  title  I. 
Why  do  you  think  they  ought  to  be  allowed  to  take  advantage  of  that 

title? 

Mr.  Bodfish.  I  think  if  we  are  going  to  put  a  lot  of  emphasis  on 
repair  and  modernization  and  the  improvement  of  existing  properties, 
as  our  institutions  have  been  very  close  to  that  type  of  business 

Mr.  Spence  (interposing).  Have  they  been  making  many  loans  of 
that  type  and  character? 

Mr.^  Bodfish.  We  make  quite  a  few  of  them.  Very  few  are  insured 
under  the  original  title  I.  We  merely  want  to  make  sure  we  are  under 
that  picture  and  can  participate  and  our  institutions  participate 
properly. 
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Mr.  Spence.  It  is  often  necessary  for  you  in  that  type  of  loan  to 
insure  your  property  on  the  preliminary  report,  is  it  not? 

Mr.  Bodfish.  Well,  we  make  that  kind  of  loans  in  our  orderly 
course  of  business,  and  we  see  no  reason  why  they  should  be  insured  for 
other  instutions  and  not  that  same  protection  given  to  us.  We  are 
going  to  make  them,  we  are  making  them  right  now,  regardless  of 
title  I. 

Mr.  Spence.  I  say  is  is  often  necessary  for  you  in  that  type  of  loan 
to  insure  your  property  on  the  preliminary  report,  is  it  not? 

Mr.  Bodfish.  That  is  ture. 

Mr.  Williams.  You  are  in  the  law,  are  you  not? 

Mr.  Bodfish.  We  were  mentioned  in  the  law,  but  it  was  some 
months.  Congressman  Williams,  before  the  regulations  were  so 
adjusted  that  the  institutions,  who  by  law  in  every  State  in  the  Union 
must  take  security  for  their  advances,  were  proceeding  under  that. 

Mr.  Williams.  In  other  words,  the  instutions  that  were  insured 
imder  title  I  included  building  and  loan  associations? 

Mr.  Bodfish    That  is  right. 

Mr.  Williams.  And  of  course  what  you  want  is  to  stay  in  the  picture 
and  have  it  continued? 

Mr.  Bodfish.  We  want  to  stay  in  the  picture  and  have  it  continued. 

Mr.  Chairman,  is  there  any  consideration  to  be  given  to  anything 
other  than  amending  the  housing  act?     Is  that  out  of  question? 

The  Chairman.  That  will  be  a  matter  for  the  committee  to  decide 
when  they  get  it.  If  any  member  decides  to  offer  an  amendment,  he 
will  be  permitted  to  do  so. 

Mr.  Bodfish.  I  do  not  want^to  press  the  point,  but  we  want  to 
continue  to  do  our  part  of  the  job,  and  to  do  a  good  job,  and  we  need 
some  things  done  over  in  our  phase  of  the  picture,  if  you  want  us  to 
expand  our  business. 

(Discussion  off  the  record.) 

Mr.  Bodfish.  In  accordance  with  the  suggestion  of  Chairman 
Steagall  that  some  supplementary  data  might  be  helpful  in  the  record 
with  regard  to  some  of  the  points  discussed  orally  before  the  committee, 
I  am  submitting  some  supplementary  materials  dealing  with  (1)  The 
British  Housing  Boom,  an  artick  taken  from  the  London  Economist 
in  1935,  one  of  the  most  reliable  of  British  business  publications,  as 
exhibit  A;  (2)  an  article  by  John  Laing,  of  John  Laing  &  Sons,  which 
discusses  the  present  building  society  financial  aiTangement  in  Great 
Britain;  (3)  article  from  the  Federal  Keserve  Bulletin  of  April  1937, 
dealing  with  interest  rates  charged  by  member  banks  and  indicating 
that  real-estate  loans  in  banks  carry  rates  ranging  from  typical  6  percent 
to  8  percent  in  the  Dallas  Federal  Reserve  District  and  6  percent  to 
8  percent  reported  by  other  southern  and  western  districts;  (4)  a  resolu- 
tion of  the  recent  convention  of  the  United  States  Building  &  Loan 
League  indicating  the  general  attitude  and  policy  with  regard  to  the 
need  for  small,  inexpensive  homes;  and  (5)  a  table  showing  the  number 
of  building  and  loan  associations,  membership,  and  assets  for  the  year 
1936. 

The  Housing  Boom — I 

(From  the  London  Economist,  October  26, 1935) 

There  is  an  increasing  consensus  of  opinion  that  the  remarkable  expansion  of 
building  activity  during  the  past  3  years  has  been  a  major  factor — indeed,  the 
major  factor — in  British  economic  recovery.  The  full  acceptance  of  this  fact 
has  coincided  with  an  almost  equally  widespread  belief  that  a  collapse  in  building 
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may  shortly  reverse  the  trend  and  initiate  another  cycle  of  depression.  The 
truth  or  falsitv  of  this  prediction  is  of  the  utmost  importance  to  all  who  are  com- 
pelled to  base 'their  actions  upon  a  forecast  of  the  future.  In  this  and  a  following, 
article,  accordingly,  an  attempt  will  be  made  to  analyze  the  causes  of  the  sustained 
activity  in  the  industry  and  to  discuss  the  factors  which  will  determine  its  future 

course. 

Several  facts  about  the  housing  boom  can  be  very  briefly  recorded.  First,  it 
is  certainly  a  boom — never  before  have  houses  been  built  at  a  rate  approaching 
that  of  the  present  time.  Second,  it  is  a  housing  boom  and  not  a  building  boom. 
Judging  by  the  figures  of  plans  approved  by  local  authorities,  building  other  than 
res'dential  was  below  the  level  of  1929  until  the  beginning  of  the  present  year  and 
is  not  very  much  above  that  level  even  now.  The  building  of  dwelling  houses, 
on  the  other  hand,  is  running  at  almost  double  the  1929  level  in  value— which 
means  more  than  double  in  volume,  in  view  of  the  fall  in  building  costs.  Third, 
the  houses  built  in  such  unparalleled  numbers  are  not  in  the  main  those  of  the 
very  cheapest  class.  Out  of  286,050  houses  built  in  the  year  1934-35  by  private 
enterprise  without  state  assistance  (which  comprised  87  percent  of  all  houses 
built)  only  105,344  were  in  the  cheapest  class,  and  of  these  105,344  only  33,103 

were  built  to  let.  ,      ,  . 

The  phenomenon  to  be  analyzed  is  consequently  the  emergence  of  an  enormous 
demand  for  new  houses  on  the  part  of  the  middle  and  lower  middle  classes.  The 
increase  has  been  fairlv  well  spread  over  the  country,  and  was  actually  slower 
in  getting  under  way  in  the  prosperous  south  than  in  the  depressed  areas.  The 
suddenness  of  its  emergence  can  be  seen  from  the  curve  of  plans  passed  by  local 
authorities  for  the  construction  of  dwelling  houses  which  appears  in  each  of  three 
graphs  at  the  foot  of  this  page.  The  figures  are  shown  quarterly,  in  the  form  of 
an  index  number  (the  average  of  the  year  1929  being  100),  and  have  been  roughly 
corrected  for  purely  seasonal  fluctuations.  From  1929  to  the  middle  of  1932  the 
curve  is  ahnost  level.  With  the  exception  of  the  "crisis  quarter"  at  the  end  of 
1931,  it  only  once  either  falls  to  the  1929  level  or  exceeds  it  by  more  than  20  per- 
cent. Suddenly,  in  the  last  quarter  of  1932,  the  curve  rises  to  134.  Since  the 
middle  of  1933  it  has  never  been  below  150. 

What  was  the  cause  of  this  radical  change?  The  charts  may  afford  some  guid- 
ance in  this  respect.  The  first  compares  the  course  of  residential  building  with 
that  of  building  costs,  based  on  the  Economist  index,  which  may,  on  the  whole, 
tend  to  exaggerate  the  fall  in  the  costs  of  those  types  of  house  most  prominent  in 
the  boom.  It  appears  whollv  out  of  the  question  that  the  reduction  of  costs  can 
have  been  a  major  causal  factor.  It  is  impossible  to  suppose  that  demand  for 
houses  is  so  elastic  that  a  100-percent  increase  can  be  evoked  by  a  10-percent 

fall  in  costs.  ,     ,  *  .  x       j.      * 

The  second  chart  compares  building  activity  with  the  course  of  interest  rates, 
to  which  there  is  a  strong  priina  facie  case  for  ascribing  the  boom.  The  rise  of 
the  building  curve  is  certainlv  preceded  by  a  fall  in  the  yield  on  industrial  ordinary 
shares  and  on  gilt^dged  securities.  The  buyer  of  a  £600  to  £700  house,  however, 
does  not  usually  hold  many  industrial  ordinary  shares  and  his  average  holding 
of  gilt-edged  is  small.  The  curve  of  rates  charged  on  mortgages  by  the  large 
building  societies  is  more  relevant.  Though  the  tendency  to  lengthen  the  term 
of  mortgages  mav  have  slightly  reduced  the  over-all  charge  to  borrowers  for  some 
years  before  1932,  the  effect  of  this  was  almost  certainly  very  small.  The  actual 
mortgage  interest  rate  did  not  fall  until  August  1932,  and  then  only  to  5%  percent. 
It  would  be  contrary  to  the  whole  experience  of  the  building  societies  to  suggest 
that  so  small  a  reduction  in  interest  rates  should  in  so  few  weeks  have  produced 
so  substantial  an  increase  in  building.  Moreover,  building  other  than  residential, 
which  could  be  expected  to  react  both  more  quickly  and  more  fully  to  cheap 
monev,  showed  virtually  no  increase  until  the  beginning  of  1934.  In  view  of  all 
these 'facts  it  seems  reasonable  to  assign  to  cheap  money  a  much  smaller  role  in 
the  causation  of  the  boom  than  might  be  thought  at  first. 

The  third  chart  compares  residential  building  with  the  registrations  of  new 
motor  cars— an  index  almost  completely  unaffected  by  cheap  money.  The  two 
curves  (both  of  which  are  roughlv  corrected  for  seasonal  fluctuations)  show  a 
remarkable  similarity.  Both  were  fairly  level,  though  tending  to  decline,  through- 
out 1930  and  1931.  Both  suddenly  shot  up  well  above  their  previous  highest 
points  in  the  last  quarter  of  1932.  Although  motor-car  registrations  appeared 
to  hang  fire  in  1933  both  curves  have  remained  well  above  their  1929-31  level 
ever  since.  This  close  correlation  suggests  a  strong  presumption  that  the  major 
cause  was  the  same  in  both  cases.    What  was  this  cause? 
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The  summer  of  1932  was,  in  fact,  associated  with  a  wave  of  more  favorable 
psvchology,  following  the  war-loan  conversion  scheme  and  the  Lausanne  Con- 
ference. This  "convalescence  of  confidence"  released  a  large  volume  of  spending 
power  hitherto  pent  up  by  fear,  but  it  was  the  confidence  of  the  consumer.  Resi- 
dential building  picked  up;  factory  building  did  not.  Registrations  of  private 
cars  increased;  those  of  commercial  vehicles  did  not.  The  explanation  is  that 
when  confidence  returned  to  the  consumer  in  the  autumn  of  1932  he  had  more 
money  to  spend.  According  to  Colin  Clark's  calculations,  the  total  of  wages 
and  salaries,  which  on  the  average  of  the  vears  1924,  1926,  and  1927,  was  £2,207 
millions,  had  fallen  in  1932  only  to  £2,143  millions— a  fall  of  £64  millions.  But 
Mr.  Feavearyear  has  calculated  that  between  1924-27  and  1932  the  expenditure 
of  the  public  on  food,  clothes,  liquor,  and  tobacco  had  fallen  from  £2,1 15>^  millions 
a  vear  to  £1,797  millions,  a  fall  of  £318>^  millions  a  year.  Caution  is  necessary 
in'basing  precise  calculations  on  relatively  small  differences  between  large  numbers 
which  may  themselves  be  subject  to  an  appreciable  margin  of  approximation. 
That  there  has  been  a  large  increase  in  the  "free"  margin  of  purchasing  power, 
however,  is  scarcely  disputable,  and  the  figures  as  they  stand  suggest  that  the 
wage  and  salary  earners  of  the  nation,  after  buying  their  food,  drink,  tobacco, 
and  clothes,  had  something  like  £250  millions  a  year  more  left  over  in  1932  than 
in  1924-27.  The  value  of  all  the  dwelling  houses  built  in  a  year,  even  at  the 
present  rate,  is  probably  less  than  £200  R'illions,  while  the  value  of  the  total  of 
new  private  cars  registered  is  only  about  £50  millions  a  year.  The  increases  since 
1932  are,  of  course,  cpnsiderablj'  smaller  in  each  case. 

The  causation  of  a  complicated  phenomenon  such  as  the  housing  boom  cannot 
be  explained  by  any  one  fact.  The  reduction  in  building  costs  and  in  interest  rates 
and  the  return  of  confidence  undoubtedly  all  contributed  to  the  boom.  Confidence, 
in  particular,  was  perhaps  more  responsible  than  any  other  element  for  the  fact 
that  the  boom  started  precisely  when  it  did.  But  the  fundamental  fact,  without 
which  the  others  would  have  been  futile,  is  almost  certainly  to  be  found  in  the 
increased  purchasing  power  of  the  mass  of  the  consuming  pubhc.  And  that  in 
turn  was  due  to  the  great  reductions  in  the  prices  of  food  and  clothes.  In  a 
second  article  an  attempt  will  be  made  to  apply  this  analysis  to  prospects  for  the 
future. 

The  Housing  Boom — II  * 

(From  The  London  Economist,  November  2, 1935) 

In  last  week's  Economist  we  discussed  the  extent  and  origins  of  the  housing 
boom.  We  reached  the  conclusion  that  although  falling  costs  of  building,  lower 
rates  of  interest,  and  reviving  confidence  had  all  played  their  parts  in  its  genera- 
tion, the  dominant  factor  was  the  great  increase  in  the  purchasing  power  of  the 
mass  of  the  population,  due  on  the  one  hand  to  the  comparative  stability  of  wages 
and  salaries  and  on  the  other  to  the  great  reductions  in  the  cost  of  food  and 
clothes.  The  boom  was  thus  due  to  a  real  increase  in  the  demand  for  houses  and 
not  primarily  to  any  of  the  factors  entering  into  the  price  of  houses.  It  remains 
to  apply  this  conclusion  to  future  prospects. 

The  factors  of  smaller  importance  may  be  eliminated  first.  Though  building 
costs  alreadv  show  a  slight  upward  tendency,  following  recent  increases  in  wages, 
it  is  unlikelv  that  changing  costs  will  perceptibly  influence  the  volume  of  building 
in  the  immediate  future.  The  course  of  interest  rates  is  unpredictable.  The 
tendency  may  be  slightlv  upward,  but  the  building  society  mortgage  rate  is  one 
of  the  "stickiest"  of  interest  rates  and  any  rapid  return  to  the  pre- 1932  level  seems 
most  unlikelv.  "Confidence"  is  the  most  elusive  factor  of  all.  Commercial 
opinion,  however,  has  been  remarkably  unperturbed,  recently,  by  the  menaces 
of  the  international  situation  and  the  disturbing  factors  incident  to  a  general 
election.  Summing  up,  we  may  conclude  that  tendencies  have  become,  on  the 
whole,  slightlv  adverse  to  a  continued  increase  in  building  activity,  but  the  change, 
if  any,  is  very  small.  And  if  the  argument  of  our  first  article  is  correct,  only  a 
major  reversal  of  trend  could  materially  affect  the  volume  of  building. 

Attention  may  be  confined,  therefore,  to  the  prospective  demand  for  houses. 
This  springs  from  two  causes — desire  for  new  houses  and  ability  to  finance  their 
purchase.  Widespread  publicity  by  the  building  societies  of  their  financial  facili- 
ties may  have  influenced  recent  events  under  both  headings,  but  since  1932,  at 
least,  the  reallv  decisive  factor  has  been  the  great  reduction  in  the  prices  of  the 
necessities  of  life.  Are  food  prices  likely  to  rise  rapidly  or  substantially?  Dis- 
equilibrium in  world  agriculture  is  unlikely  to  be  speedily  overcome,  and,  although 


Bri+ish  food  prices  are  at  the  mercy  of  agricultural  protectionism,  it  is  unlikely 
that  any  government  would  be  ill-advised  enough  to  engineer  a  substantial  increase 
in  the  price  of  food  in  general.  Cheap  clothes  are  the  result  of  cheap  textile  raw 
materials  and  far-reaching  technical  developments  in  the  clothing  trade.  Wages 
and  salaries,  on  the  other  hand,  are  again  on  the  upgrade.  On  balance,  public 
ability  to  buy  new  houses  does  not  seem  to  be  seriously  threatened. 

What  of  desire?  In  the  volume  on  housing  in  the  1931  census  reports,  the 
registrar-general  estimates  that,  in  1931-41,  the  increase  in  "families  will  require 
771,000  more  dwellings.  (The  "family"  in  this  sense  does  not  necessarily  refer  • 
to  any  particular  degree  of  consanguinity,  but  merely  to  a  group  oi  Persons  living 
together.)  Allowing  300,000  for  rehousing  of  slum  dwellers  and  100,000  for 
ordinary  replacement,  the  registrar-general  reaches  a  total  of  1,200,000.  ii 
additional  houses  are  built  to  provide  separate  dwellings  for  all  families  and  to 
restore  the  percentage  of  vacancies  to  the  normal  pre-war  level,  a  maximum  esti- 
mate of  1,700,000,  or  170,000  a  year,  is  reached.  The  Economist  (March  31, 
1934)  made  an  estimate  not  of  the  prospective  firm  demand  for  houses,  but  ot  the 
need  for  houses  if  a  certain  standard  of  housing  were  to  be  attained,  the  standard 
being  the  housing  of  the  whole  population  "within  a  generation  from  the  present 
in  dwellings,  large,  sanitary,  and  pleasant  enough  to  make  decent  living  possible. 
In  the  two  decades  1931-51,  this  envisaged  1,020.000  houses  for  overtaking  the 
existing  shortage,  714,000  for  the  prospective  increase  in  the  number  of  faniilies, 
1  000,000  for  slum  clearance,  and  3,760,000  for  obsolescence,  making  a  total  (tor 
England  and  Wales)  of  6,594,000,  or  330,000  a  year. 

The  actual  rate  of  construction  in  the  4  years  April  1931-March  1935  was,  on 
the  average,  249,000  houses  a  vear,  and  in  the  last  2  years  of  the  period  297,U0U 
houses  a  vear.  This  greatlv  exceeds  the  registrar-general's  figure  and  approaches 
the  "ideal  maximum"  of  the  Economist.  Of  the  latter,  moreover,  more  than  halt 
was  due  to  replacement,  and  there  has  been  no  indication  in  the  last  4  years  ot 
anv  significant  increase  in  the  numbers  of  houses  demolished.  Slum  clearance 
is  increasing,  but  over  the  4  years  has  probably  been  below  the  registrar-general  s 
figure  The  proportion  of  vacancies,  though  not  easily  ascertainable,  does  not 
seem  to  be  increasing  rapidlv.  None  of  these  factors— replacement,  slum  clear- 
ance, increase  in  vacancies— has  been  responsible  for  the  boom.  One  is  driven 
to  conclude  that  an  unexpectedly  large  increase  has  occurred  in  the  nunber  ot 
families— i.  e.,  of  units  requiring  separate  dwellings.  The  registrar-general  esti- 
mated an  increase  of  771,000  families  in  10  years,  but  there  has  been  an  increase 
of  nearlv  1,000,000  in  4.  This  most  significant  social  phenomenon  is  explainable 
only  by  a  widespread  tendency  for  families  to  "split"— for  married  children  to 
cease  living  with  their  parents,  for  mothers-in-law  to  set  up  for  themselves,  and 
for  lodgers  to  move  into  flats.  A  movement  such  as  this,  with  its  roots  m  the 
social  life  of  the  people,  is  not  likelv  to  come  to  a  sudden  end.  But  the  600,000 
or  so  families  that  have  appeared  since  1931  in  excess  of  the  number  predictable 
on  the  basis  of  birth  and  marriage  rates,  represent  something  like  6  percent  of  the 
total  number  of  families.  On  general  grounds,  we  can  scarcely  assume  the  indefi- 
nite continuance  of  so  rapid  an  increase. 

If  the  social  movement  behind  the  housing  boom  were  to  decline  and  disappear, 
the  normal  increase  in  families  could  be  accommodated  in  less  than  100,000  houses 
a  vear— a  rate  of  building  onlv  about  one-third  that  of  the  present.  W  here  ts 
a  continuing  demand  for  the  other  300,000  houses  to  come  from?  The  most 
obvious  answer  is — from  slum  clearance  and  the  abolition  of  overcrowding.  Since 
present  programs  do  not  envisage  building  at  this  rate,  there  is  the  strongest 
economic  argument  for  speeding  up  current  efforts  and  widening  contemporary 
definitions  both  of  slums  and  of  overcrowding.  t     /-.      4. 

There  is,  however,  another  potential  string  to  the  housing  bow.  In  Ureat 
Britain  the  present  rate  of  replacement  is  almost  negligible.  The  demolition  of  a 
dwelling  house  in  order  that  another  may  be  erected  on  its  site  is  the  rarest  of 
occurrences.  This  general  attitude  is  reflected  in  the  registrar-general's  estimate 
of  housing  requirements,  which  allows  10,000  houses  a  year  for  the  replacement, 
through  obsolescence,  of  10,200,000  existing  dwellings— an  average  e.xpectancy 
of  life  of  a  fraction  over  1,000  years!  Nobody,  however,  would  maintain  that 
the  average  of  housing  accommodation  in  this  country  was  satisfactory  or  even 
adequate.  In  many  respects — including  sanitation,  amenities,  and  external  and 
internal  appearance — we  are  far  inferior  to  many  nations  with  a  lower  general 
standard  of  living.  Replacement  has  been  discouraged  by  successive  factors: 
A  rapidly  expanding  population,  the  post-war  shortage  of  houses,  and,  finally, 
improved  transport  facilities,  which  have  encouraged  extra-urban  building. 
These  reasons  are  losing  force  today,  but  the  rate  of  replacement  will  probably 
increase  very  slowly,  since  the  price  differential  between  old  and  new  property 
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is  not  nearly  large  enough  to  make  demolition  and  rebuilding  econopiic  except  in 
special  circumstances.  Official  intervention  to  buy  up  old  properties  is  undesir- 
able, since  it  would  tend  to  maintain  their  market  value,  which  is  the  opposite  of 
what  is  desired. 

The  outlook  is,  then,  for  a  decline  in  building  activity.  The  increase  in 
families  will  probably  taper  off  slowly.  A  really  vigorous  policy  of  housing  for 
the  poor  could  do  much  to  fill  the  gap,  but  even  at  its  maximum  it  would  hardly 
amount  to  200,000  houses  a  year.  The  other  potential  source  of  demand  for 
•  houses  is  through  obsolescence.  It  is  not  inconceivable  that  we  are  on  the  verge 
of  far-reaching  developments  in  building  technique  which  will  materially  reduce 
costs  and  accelerate  obsolescence  and  replacement.  In  their  absence,  however, 
it  is  unlikely  that  increased  replacement  demand  can  develop  rapidly  enough  to 
maintain  the  present  level  of  building.  On  the  other  hand,  most  of  the  phe- 
nomena discussed  in  this  article  are  slow  moving.  A  sudden  reduction  in  build- 
ing activity  would  presuppose  either  a  rapid  increase  in  food  prices  or  a  collapse 
of  confidence.     And  there  is  every  reason  to  hope  that  we  shall  avoid  both. 


Quality  Builders  Can  Develop  Low-Price  House  Business  on  Industry 

Scale 

(Address  by  John  W.  Laing,  chairman  of  directors  of  John  Laing  &  Son,  Ltd.,  of  London,  England,  before 
the  joint  luncheon  meeting  of  the  New  Yorlc  Building  Congress.  Inc.,  and  the  Committee  for  economic- 
aid  Social  Progress,  Inc.,  held  at  the  Hotel  Astor  on  Wednesday,  September  29,  1937) 

I  am  visiting  your  land  to  learn  as  much  as  ever  possible,  and  appreciate  very 
much  all  the  kindness  shown  to  me  and  am  very  pleased  to  reciprocate,  as  far  as 
I  am  able.  You  have  asked  me  to  speak  on  housing  in  Britain,  and  gladly  do  I  res- 
pond to  the  invitation. 

I  consider  that  the  providing  and  building  of  homes  for  the  lower-paid  iniddle 
class  and  the  manual  worker  is  the  highest  national  service  that  the  building 
trade  can  render. 

This  opinion  is  an  unbiased  one,  as  my  own  firm  not  only  employs  between 
1,000  and  2,000  men  on  housing,  but  has  under  construction  at  the  present  time 
aerodromes,  factories,  office  blocks,  and  a  hospital,  of  a  total  value  of  about 
$20,000,000.  Of  the  many  varieties  of  work,  however,  there  is  none  that  gives 
such  pleasure  as  the  developing  of  estates  and  building  the  smaller  type  of  house 
for  sale. 

To  avoid  the  use  of  the  word  "Britain"  too  often,  when  I  say  "we'   it  is  short 

for  Britain. 

Since  the  war,  we  have  built  about  3,000,000  houses,  of  which  2,000,000  were 
by  private  enterprise  and  1,000,000  were  subsidized  by  the  Government  and 
municipalities,  who  Usually  employ  building  contractors  to  construct  the  houses 
for  them.  Recently  private  enterprise  has  built  about  250,000  houses  and  the 
municipalities  60,000  each  year.  The  private  enterprise  houses  are  generally 
sold  for  owner  occupancy,  while  the  subsidized  houses  are  let  at  a  weekly  rent. 

There  was  in  Britain,  a  generation  ago,  a  group  of  pioneers,  one  of  whom  Sir 
Raymond  Unwin,  I  am  very  pleased  to  see  in  this  meeting.  These  made  promi- 
nent endeavor  to  arouse  in  Britain  a  housing  spirit.  As  a  result  of  their  labors 
people  of  good  will  of  all  political  parties  are  now  united  in  a  housing  spirit. 
Although  there  may  be  changes  of  government,  no  party  desires  to  alter  our 
housing  program;  which  is  that  every  family  must  have  a  healthy  home  to  live 
in,  that  we  cannot  afford  the  disease,  crime,  and  other  evils  which  result  from 
slum  housing. 

There  is  a  small  minority  of  the  families  of  Britain  whose  incomes  are  so  low 
that  they  cannot  afford  to  pay  the  commercial  rent  for  a  healthy  home  and  we 
cannot  afford  to  let  them  live  in  unhealthy  houses  and  therefore  some  subsidy 
is  necessary  in  their  cases. 

If  we  were  beginning  our  housing  program  over  again  we  could  avoid  some  of 
the  errors  which  were  made. 

1.  At  the  beginning  our  subsidy  houses  were  built  too  expensively  and  about 
half  the  national  subsidv  of  housing  was  caused  through  the  first  200,000  houses 
built.  After  that  time,  the  architects,  the  builders,  and  the  workers  have  worked 
together.  The  architects  design  economical,  healthy  houses  and  builders  have 
adapted  their  businesses  for  housing  and  the  workers  through  continuity  of 
employment  have  become  more  eflScient.  Then  houses  are  being  produced 
economically. 


2  With  regard  to  private  enterprise  houses,  it  is  realized  now  that  these  could 
have  been  improved  if  there  had  been  greater  collaboration  between  architects 
and  builders  so  that  the  houses  built  by  private  enterprise  should  have  simple 

^3!^  Every  care  should  be  taken  to  insure  that  private  enterprise  provides  good 

quality  homes.  ,  ,  xi_    i_    u  a 

4  If  we  had  known  at  the  beginning  as  much  as  we  do  now,  the  builders  and 
the  representatives  of  the  Government  would  no  doubt  have  met  and  the  buildera 
would  have  stated  what  wafe  the  cheapest  house  that  private  enterprise  could 
provide,  and  a  more  or  less  definite  line  would  have  been  drawn  as  to  what  income 
people  should  be  helped  by  subsidy  and  what  income  people  could  be  catered 
for  by  private  enterprise.  The  importance  of  deciding  this  line  is  that  uncer- 
tainty as  to  what  property  will  be  subsidized  hinders  enterprise.  . 

A  working  family  cannot  afford  to  pay  more  than  a  quarter  of  their  income 
for  their  house.  In  Britain,  private  enterprise  can  provide  a  good  home  for 
$4  a  week  in  the  provinces  and  $5  in  London.  Probably  in  America,  $6  per  week 
would  be  your  most  economical  figure.  Thus  it  should  be  realized  that  private 
enterprise  could  cater  for  all  classes  with  an  income  of  $24  or  more  per  week,  while 
those  with  incomes  below  that  might  require  to  live  in  subsidized  houses.  Before 
leaving  the  subsidized  house,  I  might  mention  that  the  average  rent  in  Britam 
for  a  four-room  municipal  house,  consisting  of  a  living  room  and  three  bedrooms, 
working  kitchen,  a  bathroom,  and  a  good  garden,  is  $3  per  week  in  the  provinces 
and  $4  in  London.  This  can  now  be  provided  by  the  municipalities  without 
a  subsidy  owing  to  increased  efficiency  and  cheaper  interest  for  loans.  So  all 
subsidies  have  been  withdrawn  except  where  providing  houses  for  the  very 
poor  who  cannot  afford  to  pay  even  these  rents  and  for  such  they  have  a  reduced 
rent  system  where  it  is  an  absolute  necessity. 

Thus  in  Carlisle,  which  is  my  native  town,  the  rent  is  where  necessary  reduced 
to  one-fifth  of  the  family's  income  less  12  cents  per  week  off  this  rent  for  each 
child  of  school  age,  with  a  minimum  rent  of  $1.25  per  week.  Thus,  an  old  couple 
with  $6  a  week  income  gets  a  small  but  healthy  home  for  $1.25. 

If  builders  of  repute  and  capital  would  undertake  private  enterprise  housing 
on  a  large  and  efficient  scale,  I  believe  it  would  be  found  that  they  could  cater 
for  85  percent  of  the  small  house  group,  leaving  only  15  percent  to  be  dealt  with 
by  subsidy.  Regarding  the  subsidy  house,  you  can  consider  whether  it  is  in  your 
national  interest  that  these  subsidies  should  be  given  to  the  municipalities  and 
they  organize  these  houses,  or  if  it  could  be  done  better  by  limited  dividend 
housing  companies.  ,      u  u    • 

We  do  strongly  recommend  that  as  far  as  possible  workers  homes  should  be  m 
the  form  of  houses  rather  than  apartments  or  tenements  and  that  the  latter  should 
only  be  adopted  where  it  is  absolutely  necessary,  that  the  worker  should  be  housed 
very  near  to  his  work,  in  the  center  of  a  large  town. 

Beautiful  homes  and  gardens  only  cost  two-thirds  as  much  as  tenement  homes 
and  the  man  who  is  housed  in  the  tenement  is  not  nearly  such  a  good  national 
asset  as  the  man  with  a  separate  home  and  garden. 

We  will  now  leave  the  question  of  subsidized  houses  and  consider  private  enter- 
prise which  should  deal  with  the  bulk  of  the  small-house  trade  provided  that  sub- 
stantial builders  woiild  lay  themselves  out  for  this  class  of  work.  t  u  -i. 
Some  good  builders  consider  that  housing  is  beneath  their  dignity  but  I  subniit 
this  is  not  so.  The  firm  with  experience,  capital,  and  character  can  honorably  do 
the  work.  Thev  can  buy  in  bulk  both  land  and  materials  and  employ  reliable, 
skilled  workmen  giving  them  continuity  of  employment  and  be  satisfied  with  a 
reasonable  profit,  thus  producing  good  houses  almost  as  cheaply  as  the  poor-class 
builder  does  bad  ones.  It  will  be  found  that  purchasers,  even  of  the  smallest 
house,  will  buy  good  quality  although  it  is  somewhat  higher  priced. 

If  more  of  vou  quality  builders  take  up  the  work,  as  I  hope  you  will,  have  a 
definite  system  of  inspection,  let  your  head  inspector  be  a  high-salaried  man,  next 
to  a  director,  and  his  duty  be  to  insist  on  quality.  In  selling  all  your  houses, 
undertake  to  maintain  them  in  every  way,  except  damage  through  sheer  abuse, 
for  a  year  and  even  after  that  time  if  any  defect  caused  by  bad  work  or  materials 
should  become  apparent,  don't  hesitate  to  make  it  good.  These  services  cost  very 
little  but  they  do  increase  confidence. 

Keep  your  men  on  housing  employed  as  regularly  as  possible,  and  do  every- 
thing to  encourage  their  interest  in  the  work.  We  have  found  that  regularity  of 
work  has  reduced  the  labor  costs  33  percent. 
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We  have  four  social  evenings  each  year  for  our  leading  men  engaged  in  housing. 
About  300  of  the  leaders  and  salesmen  attend  and  after  a  supper  1  of  the  directors 
gives  an  address.  The  four  subjects  last  year  were:  Creating  Confidence,  Quality, 
Service,  and  Beauty. 

The  selling  price  of  houses  in  Britain  by  private  enterprise  usually  is  between 
$2,500  to  $5,000,  and  the  cost  of  municipal  houses,  including  land  and  roads,  is 
$2,000. 

The  selling  price  of  my  firm's  smallest  semidetached  house  in  London  is  $3,000. 
The  purchaser  in  this  case  pays  $200,  after  which  his  weekly  outgoings  for  interest, 
repayment  of  capital  over  20  years,  and  rates  are  $5. 

A  similar  house  in  a  small  provincial  town  costs  $2,500,  and  the  weekly  out- 
goings amount  to  $4.  As  compared  with  the  rent  of  a  less  attractive  municipal 
house  in  London,  say  about  $4  and  in  the  provinces  $3.  Thus  it  does  not  cost 
much  more  to  buy  a  private  house  than  to  rent  a  municipal  one. 

Small,  well-built  house  property  is  a  good  investment.  For  instance,  the  houses 
built  by  my  father,  50  years  ago,  are  all  much  more  valuable  now  than  when 
built.  Houses  that  he  was  willing  to  sell  50  years  ago  when  new  for  $600,  are  now 
being  sold  by  us  for  $1,300. 

Let  us  now  consider  some  details  of  building  by  private  enterprise.  In  the 
first  place  there  is  the  provision  of  finan.ce  for  the  purchaser.  This  is  usually  done 
by  a  building  society,  though,  sometimes  by  insurance  companies,  private  trusts, 
and  municipalities. 

The  building  societies  give  great  national  service.  At  the  present  time  they 
have  out  on  mortgage  $3,000,000,000.  They  pay  3%  percent  tax  free  interest 
to  shareholders,  2%  percent  to  depositors — the  average  being  Sji  percent — and 
they  charge  Ahi  percent.  Thus  their  margin  to  cover  income  tax,  all  expenses  and 
reserves,  is  Vi  percent,  which  I  consider  is  not  excessive.  In  a  normal  case,  they 
loan  80  percent  of  the  cost  of  the  house,  but  for  two-thirds  of  the  houses  sold,  they 
loan  from  90  to  95  percent  of  the  cost,  the  difference  between  the  normal  loan  of 
80  percent  and  the  actual  being  guaranteed  by  the  builder.  This  guarantee  is 
usually  supplemented  by  a  cash  deposit,  the  amount  of  which  depends  on  the 
financial  standing  of  the  builder.  Where  good  houses  have  been  provided,  the 
loss  through  these  guarantees  has  been  almost  negligible. 

Building  societies  by  their  sound  finance  and  sympathetic  treatment  of  borrow- 
ers, have  built  up  a  spirit  of  good  will  and  confidence.  I  am  not  connected  with 
a  building  society,  therefore  this  testimonial  is  quite  unprejudiced. 

The  other  system  of  finance  of  which  I  wish  to  speak,  is  that  by  municipalities. 
This,  I  think,  has  great  possibilities  if  the  need  is  not  satisfactorily  met  by  build- 
ing socieites.  The  Government  borrows  money  and  lends  it  to  the  municipahty 
at  dYi  percent,  then  the  municipality  lends  it  to  the  purchaser  at  3%  percent. 
The  amount  of  the  loan  in  this  case  is  90  percent  of  the  value  of  the  house. 

Finance  required  during  construction  depends  on  several  conditions.  One  is 
whether  the  builder  develops  large  or  small  areas.  Some  prefer  estates  of  about 
300  houses,  which  can  be  completed  in  about  a  year,  and  then  move  on  to  other 
districts.  Others  prefer  to  purchase  large  estates  which  take  5  to  10  years  to 
develop.  This  means  heavy  capital  outlay  but  it  has  the  advantage  of  allowing 
land  to  be  bought  cheaply.  Further,  it  has  the  great  advantage  that  gradually 
a  goodwill  is  created  in  the  estate.  Each  purchaser  recommends  friends  and  thus 
selling  costs  are  considerably  reduced. 

Anolher  condition  affecting  capital  outlay  is  speed  in  selling.  A  business  with 
10  small  estates  selling  actively  a  total  of  4,000  houses  a  year,  could  manage  on  a 
capital  of  $2,000,000.  A  business  with  10  large  estates  selling  slowly  about  1,000 
houses  each  year  would  require  the  same  capital. 

Following  finance,  our  next  consideration  is  the  subject  of  land  purchase. 
Wise  land  purchase  is  essential  to  success,  and  the  following  points  should  be 
borne  in  mind:  The  class  being  catered  for,  their  income,  and  where  they  are 
employed,  the  means  of  access  to  and  from  the  place  of  employment.  Don't 
be  tempted  to  buy  land  because  it  is  priced  at  a  low  figure.  The  essential  is 
convenience  for  business,  and  then  the  advantages  are  shops,  schools,  entertain- 
ments, places  of  worship,  and  attractice  surroundings. 

The  lay-out  of  an  estate  is  the  next  matter  for  consideration.  Be  willing  to 
spend  an  extra  $100  on  each  house  for  an  attractive  and  well-planned  lay-out. 
We  endeavor  to  so  plan  that  the  majority  of  the  roads  run  north  and  south. 
Thus  the  houses  face  east  and  west  and  all  rooms  and  gardens  get  the  maximum 
of  sunshine.  Provide  open  spaces,  public  gardens,  and  bush  planted,  or  grass 
margins  to  the  roads.  In  the  original  lay-out,  reserve  sites  for  all  public  purposes, 
such  as  schools,  churches,  public  halls,  shops,  and  place  of  entertainment.     In 


our  two  most  recent  estates,  we  have  set  aside  areas  for  factories  and  these  have 
been  a  great  help  to  the  estates  by  providing  work  in  proximity  to  the  houses. 

Let  us  now  consider  the  principal  points  regarding  the  design  of  a  house.  Here 
utility  is  essential.  Clothe  utility  as  far  as  possible  with  beauty.  My  firm  has 
been  successful  by  using  rustic  bricks  for  walls,  rustic  hand-made  tiles  for  roofs 
and  simplicity  of  architecture.  Every  room  must  be  of  good  shape  and  convenient 
in  its  relation  to  other  rooms.  They  should  be  well  lighted  and  sunny,  the  area 
of  glass  being  about  one-fifth  the  area  of  floors,  and  the  windows  should  be  so 
arranged  that  anyone  sitting  in  a  room  can  view  the  garden. 

In  the  case  of  the  cheapest  class  house,  we  build  10  or  12  to  each  acre  of  land. 
In  other  cases  we  built  six  or  eight  houses  per  acre. 

Selling  is  a  very  important  part  of  the  business  of  house  building.  The  cost 
of  this  varies  very  much  and  is  dependent  upon  the  position  of  the  estate  and  the 
demand  for  houses.  When  the  demand  was  very  good  and  the  estate  in  a  popular 
district,  our  total  selling  costs  were  sometimes  onljl  $10  per  house.  Alas,  for 
those  good  days!  Now  our  average  seUing  cost  is  2]4  percent  of  the  price  of  the 
house.  But  even  this  average  varies  between  1  percent  on  the  latter  part  of  a 
popular  estate  and  5  percent  in  the  early  days  of  a  difficult  one. 

I  do  wish  I  could  adequately  express  to  you,  so  that  you  might  also  become 
enthused,  the  pleasure  experienced  in  the  development  of  estates  and  the  building 
of  houses  for  investment  or  owner  occupancy.  To  conceive  and  then  carry  through 
such  schemes,  with  the  assistance  of  architects  and  professional  men,  and  after- 
wards to  have  the  pleasure  of  visiting  these  developments  from  time  to  time,  in 
company  with  your  sons,  and  see  hundreds  of  contented  people  in  the  full  enjoy- 
ment of  homes  and  gardens,  makes  a  man  feel  that  something  worth  while  has 
been  achieved.  Many  a  man  would  pay  a  large  sum  to  get  such  a  thrill;  but  in 
this  case  the  house  owners  pay  you  for  it.  It  provides  you  with  a  great  adven- 
ture and  the  best  of  fun,  and  yet  people  pay  you  for  this  happy  experience,  and 
in  addition  thank  you  for  what  you  have  done. 

The  people  who  purchase  houses  costing  $2,500  to  $6,000,  are,  I  think,  the  most 
delightful  to  serve.  Their  first  necessity,  of  course,  is  good  food,  and  then  a 
comfortable  home.  I  wish  I  could  convey  to  you  the  atmosphere  of  contentment 
and  happy  pride  seen  in  some  of  these  houses. 

The  confidence  with  which  many  of  these  people  make  the  only  investment 
they  will  ever  be  able  to  make,  is  surprising,  and  delightful  to  the  bona-fide  builder. 
Let  us  be  satisfied  with  a  reasonable  profit — even  a  modest  profit  comes  to  a  large 
sum  when  multipHed  by  hundreds  and  perhaps  thousands  of  houses  sold.  Let  us 
do  everything  possible' to  ensure  that  the  confidence  of  the  investor  is  not  mis- 
placed, but  that  the  investment  will  prove  a  happy  one,  and  one  that  will  not 
depreciate. 

I  do  wish  to  say  about  house  building  what  the  Church  of  England  prayer  book 
says  about  marriage:  "It  is  not  to  be  entered  into  unadvisedly,  lightly,  or  wan- 
tonly    *     *     *     but  reverently,  discreetly,  and  advisedly." 

The  home  instinct  is  one  of  the  finest  instincts  of  man  and  woman,  and  it 
behooves  everyone  who  touches  this  business  to  feel  that  there  is  something  sacred 
about  it.  Let  us  never,  for  monetary  gain,  take  advantage  of  that  instinct  and 
so  injure  it. 

There  are  three  classes  who  should  not  be  allowed  to  touch  this  work. 

(a)  The  "get-rich-quick"  type  of  man  who  calls  himself  a  financier,  but  who 
jumps  into  a  business  for  a  few  years,  grabs  what  he  can,  and  then  clears  out  with 
his  ill-gotten  gain. 

(h)  Nor  the  "well-meaning  individual"  who  thinks  anyone  can  build  houses. 
Building  is  a  most  highly  skilled  technical  calling,  requiring  years  of  training  and 
experience.  The  profits,  expressed  as  a  percentage  on  cost,  are  small,  and  an 
unskilled  man  wiU  either  lose  money  or  injure  the  purchaser. 

(c)   Nor  do  we  want  the  "impractical  idealist"  who  will  build  freakish  homes. 

These  all  leave  a  trail  of  dissatisfaction  which  is  a  national  loss,  whereas  satisfied 
house  owners  are  a  national  asset. 

I  know  of  only  two  classes  that  can  be  trusted  with  the  responsibility  of  building 
homes  for  the  people.  Naturally,  I  put  first  the  good-class  builder  or  building 
firm,  who  have  made  building  their  life  work.  But  should  these  not  be  available, 
then  I  advise  that  companies  be  formed  who  would  have  as  their  directors  well- 
known  successful  business  men  of  repute,  who  would  undertake  directorship 
primarily  as  a  service  to  their  fellowmen  and  nation.  Such  directors  would 
employ  good  men  as  managers  and  would  protect  the  company  from  the  three 
foregoing  types. 
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Can  the  Govemment  help?     I  consider  that  it  can  in  two  ways. 

(o)  Let  it  purchase  land,  by  negotiation  or  compulsion,  in  large  areas,  at  the 
cheapest  price,  and  sell  it  to  the  builders  at  cost,  for  the  erection  of  suitable 
houses.  Competition  will  ensure  in  time  that  the  benefit  of  this  goes  to  the 
purchasers.  If  it  were  found,  however,  that  the  position  was  being  exploited  by 
the  builders,  then  precautions  would  have  to  be  taken.  ..     -  . 

(6)  The  Government  should  make,  where  necessary,  loans  to  permit  of  house 
purchase,  at  the  lowest  possible  rate  of  interest. 

To  conclude:  there  is  no  miraculous  way  of  producing  good,  economical 
homes  for  the  masses.  Exploitation,  high  costs,  dear  money,  bad  construction, 
kill  business  and  injure  our  fellow  man.  Let  there  be  a  combination  of  a  sympa- 
thetic 'government,  finance  at  a  low  rate  of  interest,  wise  planning  to  give  utility 
and  simple  beauty,  sound  construction,  building  on  such  a  scale  as  to  provide 
steady  employment  for  the  workers  and  economical  purchasing  of  materials  and 
a  reasonable  profit;  and,  ap  produce  houses  which  are  such  a  good  investment 
that  no  one  will  wish  to  leave  them.  This  would  permit  the  seller  to  accept  a  small 
down  payment.  By  such  means  the  building  of  small  houses  can  be  made  a 
great  and  worthy  industry  in  the  same  way  as  the  production  of  good  low-priced 
cars  has  developed  the  motor  industry.  -x,  r>    ..  • 

In  conclusion,  I  would  remind  vou  that  the  strength  of  America,  as  with  Britain, 
lies  in  the  value  set  upon  the  home  life  of  the  Nation,  and  to  this  end  it  is  of  the 
greatest  national  importance  that  as  many  of  our  countrymen  as  possible  should 
be  satisfied  house  owners. 


Interest  Rates  Charged  by  Member  Banks   . 
(From  the  Federal  Reserve  Bulletin,  April  1937) 

Results  of  a  recent  survev  made  bv  the  Board  of  Governors  and  the  Federal 
Reserve  banks  with  regard  to  interest  rates  charged  by  member  banks  indicate 
that  as  of  last  October  the  rate  most  frequently  charged  by  banks  on  loans  to  their 
customers  was  6  percent.  In  the  larger  cities  a  rate  of  5  percent  and  frequently 
considerablv  less  was  common,  while  at  many  country  banks  the  most  common 
rate  was  8  percent.  It  woulo  appear  that  the  rates  reported  for  last  October  were 
lower  than  those  in  effect  in  predepression  days,  when  a  5-percent  rat«  was  much 
less  frequent  and  10  percent  was  charged  more  often  than  at  present. 

The  survey,  which  was  made  as  of  October  1,  1936,  covered  information  as  to 
irte^-cst  rates  charged  bv  edch  member  bank  (1)  on  the  largest  number  of  loans  of 
specified  tvpes,  (2)  on  the  largest  amount  of  such  loans,  and  (3)  the  lowest  and 
highest  rates  charged.  The  inquiry  was  made  as  simple  as  possible  in  order  to 
enable  banks  readily  to  comply  with  it  from  their  records  without  the  necessity 
of  special  compilations  of  figures.  The  results  were  compiled  to  show  the  rates 
reported  most  frequentlv  under  the  various  headings,  treating  each  bank  as  a  unit 
without  regard  to  size  of  bank  or  volume  of  loans  made  at  the  respective  rates. 
As  a  consequence,  the  results  of  the  survey  show  rates  most  frequently  charged, 
rather  than  the  average  rate  of  interest  actually  received  by  member  banks  on 
the  total  volume  of  their  customer  loans.  Small  banks,  which  constitute  a  large 
proportion  of  the  banks  but  account  for  a  small  portion  of  all  loans,  dominate  the 
results.  The  fact  is  that  the  bulk  of  bank  loans  is  made  by  relatively  few  large 
banks  and  to  large  borrowers  at  relatively  low  rates.  Rates  charged,  as  indicated 
by  the  survev,  are,  therefore,  higher  than  the  average  returns  earned  by  banks 
on  their  loans,  as  indicated  by  the  banks'  earning  statements. 

Rates  charged  greatest  number  of  borrowers. — The  single  rate  most  frequently 
reported  by  banks  as  charged  the  greatest  number  of  borrowers  was  6  percent 
for  all  types  of  loans.  In  general,  the  rates  charged  the  greatest  number  of 
borrowers  were  somewhat  higher  than  rates  charged  on  the  largest  volunae  of 
loans,  because  loans  made  at  low  rates  to  borrowers  of  the  best  credit  standing, 
though  not  great  in  number,  constitute  a  considerable  proportion  of  the  total 

volume  of  bank  loans.  ^.       ,r    .        j  /-.•-•  u  •     +v.« 

For  central  reser\'e  citv  banks  in  New  York  and  Chicago,  as  shown  m  the 
following  table,  no  rates  higher  than  6  percent  were  reported.  In  New  York  City 
13  banks  reported  6  percent  as  the  rate  most  frequently  charged  on  commercial 
and  industrial  loans,  but  7  banks  reported  rates  of  114  or  1)4  percent,  9  banks 
reported  rates  between  2  and  3%  percent,  and  9  others  rates  between  4  and  bj^ 
percent  as  most  commonly  charged.  Of  the  rates  reported  on  urban  property 
loans  in  New  York  City  and  in  Chicago  and  on  commercial  and  industrial  loans 
in  Chicago  5  percent  is'probably  a  representative  rate. 
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Rates  charged  greatest  number  of  borrowers,  October  1936,  central  reserve  city  banks 

[Number  of  banks  charging  rates  indicated] 


Cities  and  rates 

Com- 
mercial 

and 

industrial 

loans 

Loans  on 
urban 
com- 
mercial 

property 

Loans  on 
urban 
residen- 
tial 
property 

Cities  and  rates 

Com- 
mercial 

and 

industrial 

loans 

Loans  on 
urban 
com- 
mercial 

property 

Loans  on 
urban 
residen- 
tial 
property 

New  York  City: 

7 
9 
4 
5 
13 

1 
1 
5 
7 
5 

0 

1 
4 
7 
7 

Chicago: 

2-35i 

2 
2 
5 
3 

0 

1 
4 
0 

0 

^7-4    X74 ■ 

2-3H 

4r-4H 

0 

ArAH 

&-5H 

6 

6-53^ 

6 

3 

6—. 

Total   num- 
b  e  r    of 

banks    re- 
porting  

12 

5 

Total   nnm- 
b  e  r    0  f 
banks    re- 
porting  

38 

19 

19 

» 

At  Reserve  city  and  country  banks,  as  shown  in  the  following  table,  6  percent 
was  by  far  most  frequently  reported  as  charged  the  greatest  number  of  borrowers 
on  all  types  of  loans.  The  next  most  frequent  rate  at  banks  in  the  Reserve  and 
larger  no n- Reserve  cities  was  5  percent,  which  was  especially  common  as  to  loans 
on  urban  real  estate.  In  the  smaller  cities,  however,  country  banks  frequently 
reported  rates  of  8  percent  and  many  borrowers  were  being  charged  10  percent. 
The  higher  rates  were  especially  common  on  agricultural  loans. 

Rates  charged  on  largest  volume  of  loans. — In  view  of  the  fact  that  }arge  loans 
are  usually  made  at  lower  rates  of  interest  than  small  loans,  rates  charged  the 
largest  number  of  borrowers  do  not  indicate  what  rates  are  paid  on  the  bulk  of 
the  loans.  Figures  were  obtained  in  the  survey  as  to  rates  charged  on  the  largest, 
volume  of  loans  of  each  class  by  each  reporting  bank.  The  results  of  this  phase 
of  the  inquiry  are  also  dominated  by  figures  for  small  banks,  since  in  compiling 
them  each  bank,  whether  large  or  small,  was  given  equal  consideration.  Al- 
though, as  brought  out  by  the  following  table,  significant  differences  are  found 
when  the  banks  are  divided  into  classes,  it  is  still  clear  that  the  most  common 
rates  reported  as  charged  by  member  banks  are  generally  somewhat  higher  than, 
average  rates  actuaUy  earned  by  these  banks  on  their  loans. 

Rates  charged  greatest  number  of  borrowers,  October  1936,  Reserve  city  and  country 

banks 

[Number  of  banks  charging  rates  indicated] 


Classes  of  cities  and  rates 


Reserve  city  banks  and  country  banks  in  non-Re- 
serve cities  of  over  100,000  population: 

5  percent - - - 

6  percent w „ 

7  percent 

8  percent 

10  percent- — - 

All  other » 


Total  number  of  banks  reporting. 

Other  country  banks: 

6  percent ■ 

6  percent 

7  percent- ■ 

8  percent- 

10  percent ■ 

All  other « • 


Total  number  of  banks  reporting. 


Com- 
mercial 
and 

indus- 
trial 

loans 


74 

330 

10 

22 


85 


521 


89 

3,054 

706 

1,132 

347 

223 


5,551 


Loans 

on 
urban 
com- 
mercial 
prop- 
erty 


78 

222 

12 

5 


47 


364 


190 
2,450 
293 
458 
78 
115 


3.584 


Loans 

on 
urban 
resi- 
dential 
prop- 
erty 


110 

282 

18 

7 


62 


479 


425 
3,011 
448 
698 
137 
207 


4,926 


Loans 

on 

farm 

real 

estate 


23 

155 

20 

7 


13 


218 


386 
2,845 
418 
816 
198 
202 


4,865 


Agri- 
cultural 
loans 


33 
110 
16 
22 
1 
18 


200 


37 

2,362 

723 

1,094 

634 

09 


4,949 


1  All  other  rates  reported,  including  all  fractional  rates  and  ranges  of  rates. 
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Differences  between  these  two  sets  of  rates  are  due  in  part  to  the  fact  that  rates 
actuallv  earned  relate  to  the  total  volume  of  loans,  including  open-market  paper, 
brokers'  loans,  and  personal  loans,  as  well  as  commercial,  industrial,  agricultural, 
and  real  estate  loans.  The  ratio  of  earnings  to  loans  outstanding  is  also  affected 
bv  loans  on  which  interest  mav  not  be  received  by  banks  in  the  period  covered. 
Rates  actuallv  earned  apply  to  the  first  half  of  1936,  since  complete  earnings  re- 
ports for  the  "last  half  of  the  year  are  not  yet  available,  but  partial  data  lor  the 
last  half  of  1936  indicate  that  this  difference  does  not  affect  the  comparability 
of  the  two  sets  of  rates.  The  differences  shown  in  case  of  Reserve  city  banks  and 
of  country  banks  are  due  principally  to  methods  used  in  compiling  the  figures. 

Volume  of  loans  and  rates  charged  by  member  banks  in  1936 
(Amounts  in  thousands  of  dollars;  rates  in  percent  per  annum] 


Classes  of  banks 


First  half  of  1936 


Central  Reserve  city  banks: 

New  York  City 

Chicago 

Reserve  city  banks 

Country  banks 

All  member  banks — 


Average 

volume 

of  loans  1 


3, 469, 549 

494. 921 

4,356,536 

3,950,815 


Interest 

earned  on 

loans 


12,271,821 


40,789 

7,963 

93,153 

111,  134 


253.059 


Average 

rate 
earned 


2.36 
3.22 
4.28 
5.62 


Oct.  1,  1936;  most  com- 
mon rate  on  largest 
volume  of  loans 


Commer- 
cial, indus- 
trial, agri- 
cultural 
loans 


4.12 


1H.5 
5 
6-8 


6 


Real  estate 
loans 


8-0 
ft 

6 
6-8 


6 


« Averages  of  amounts  from  reports  of  condition  for  three  caU  dates:  Dec.  31, 1935;  Mar.  4, 1936;  and  June 
30,1996. 

In  New  York  City  1^  percnt  was  commonly  reported  as  charged  on  the  largest 
volume  of  commercial  loans,  whereas  the  average  rate  earned  by  New  York 
City  banks  (2.36  percent)  was  somewhat  larger,  reflecting  the  influence  of  other 
loans,  including  some  commercial  loans^  made  at  higher  rates.  In  Chicago  ^it 
was  not  possible  to  select  from  the  October  survey  a  single  most  common  rate 
because  both  1%  and  5  percent  were  reported  most  frequently;  the  average  rate 
earned,  3.22  percent,  was  midway  between  these.  The  most  common  rates  report- 
ed as  charged  on  the  largest  volume  of  loans  by  banks  in  Reserve  cities  were  gen- 
erally above  the  average  rate  earned  in  those  cities,  and  the  same  is  true  for  country 
banks  It  is  clear  from  the  relationship  shown  and  from  other  available  informa- 
tion that  member  banks  have  made  an  appreciable  volume  of  loans  at  rates  lower 
than  those  reported  as  the  most  common  rates  charged  on  the  largest  volume  of 

loans 

Rates  in  large  ci^iw.— Detailed  analysis  of  the  figures  obtamed  by  the  survey 
show  that  many  banks  in  large  cities  were  making  loans  at  lower  rates,  in  some  cases 
appreciably  lower,  than  those  reported  by  most  member  banks.  In  Boston,  Cleve- 
land, Richmond,  Atlanta,  New  Orleans,  Detroit,  St.  Louis,  Minneapohs,  and  ban 
Francisco,  as  well  as  in  New  York  City  and  Chicago,  the  majority  of  banks  report- 
ed rates  on  commercial  and  industrial  loans  of  4  percent  or  less  charged  on  the 
largest  volume  of  their  loans,  with  l}i  percent  frequently  reported.  In  35  other 
cities  rates  between  4  and  5  percent  were  reported  more  frequently  than  higher 
rates  Real  estate  loans  at  most  banks  in  these  cities  were  most  commonly  made 
at  6  percent,  with  5  percent  in  a  number  of  cases,  especially  in  the  central  western 
cities  and  lower  rates  occasionally.  Loans  on  commercial  properties  were  in  some 
cases  reported  at  rates  of  3  or  4  percent.  .^.      j.      .        • 

These  46  cities,  in  which  customers'  rates  seem  to  be  more  sensitive  to  changing 
monev-market  conditions  than  in  other  cities,  include  all  cities  with  Reserve  banks 
17  with  Reserve  bank  branches,  8  other  reserve  cities,  and  9  country  bank  cities 
with  population  of  over  100,000.  The  country  bank  cities  are  mostly  in  the  Boston 
and  New  York  Federal  Reserve  districts.  There  were  8  Reserve  bank  branch  cit- 
ies 16  other  Reserve  cities,  and  35  country  bank  cities  with  population  of  over 
100  000  not  included  in  this  list.  In  most  of  these  excluded  cities  a  rate  of  b- 
percent  was  most  common,  but  rates  of  less  than  6  percent  were  found  more  fre- 
quently than  at  banks  in  smaller  places. 


Rates  in  Reserve  cities  by  Federal  Reserve  districts. — The  following  table  compares 
rates  charged  by  banks  in  principal  cities,  other  than  New  York  and  Chicago,  by 
Federal  Reserve  districts.  The  first  column  shows  the  most  common  rates  charged 
on  the  largest  volume  of  their  industrial  and  commercial  loans  by  Reserve  city 
banks  as  indicated  by  the  survey  of  last  October,  the  second  column  shows  pre- 
vailing rates  charged  in  October  on  the  bulk  of  conMnercial  loans  by  selected  banks 
in  Federal  Reserve  bank  and  branch  cities  as  reported  monthly  to  the  Board,  and 
the  third  column  shows  the  annual  rate  of  interest  earned  on  loans  by  Reserve  city 
banks  in  the  first  half  of  1936. 

Rates  charged  and  interest  earned  on  loans  at  Reserve  city  banks 


Federal  Reserve  district 

Most 
common 
rate  charged 
on  indus- 
trial and 
commercial 

loans, 
Oct.  1, 1936 » 

Prevailing 

rote  on 
commercial 

loans, 
Oct.  1936 « 

Interest 
earned 
on  loans 
first  half 
of  1936  » 

Boston                         

5 
5 

4H 
5 

4H 

5 

4 

m 

5 
5 

3.22 
4  40 
4.17 
4.04 
3.99 
4.14 
3.22 
3.66 
3.61 
4.09 
5.07 
4.38 

2.88 

New  York                        -         

3.98 

Philadelnhia                 .    - 

3.56 

Cleveland                  ..      .  ..- .. --. ...-. 

4.38 

Richmond           . - - 

4.62 

Atlanta                             .               .  -... - ----- . 

4.34 

Chicaeo  *                 .  -  .- - 

4.02 

St.  I.ouis          

3.78 

Minneaoolis                .  .      1 - --- 

3.72 

Kansas  Citv.  

4.4« 

Dallas                     -      -  

5  00 

San  Francisco        

4.90 

1  Most  common  rate  reported  as  charged  on  largest  volume  of  loans  by  Reserve  city  banks. 
*  Weighted  average  of  rates  charged  by  leading  banks  in  cities  with  a  Federal  Reserve  bank  or  branch, 
except  New  York  City  and  Chicago. 
»  Ratio  of  interest  earned  (doubled  to  put  on  annual  basis)  to  average  amount  of  loans  outstanding. 
<  Centra]  Reserve  city  banks  not  included. 

These  three  sets  of  figures  generally  show  a  reasonable  similarity  in  each  district, 
when  allowance  is  made  for  differences  in  cities  covered,  in  loans  included,  and  in 
methods  of  collection  and  compilation.  Prevailing  rates  in  the  monthly  seiies 
and  interest  earned  are  more  similar  to  each  other  than  they  are  to  the  most 
common  rates  derived  from  the  recent  survey.  Although  rates  in  some  districts 
are  lower  than  in  others  there  appear  to  be  few  marked  geographical  differences. 
The  lowest  rates  seem  to  be  charged  by  city  banks  in  the  Boston,  Minneapolis, 
and  St.  Louis  districts,  while  higher  rates  are  charged  in  the  Dallas,  Kansas  City, 
and  San  Francisco  districts.  Customers'  rates  reported  by  Reserve  city  banks  in 
the  New  York  and  Philadelphia  districts  are  higher  than  rates  earned  on  loans,  a 
difference  that  may  reflect  holdings  of  open-market  paper,  an  appreciable  volume 
of  loans  at  low  rates  in  a  few  banks,  or  differences  in  reporting  rates  charged. 
Since  the  two  sets  of  figures  shown  for  rates  charged — most  common  rates  and 
prevailing  rates  ' — are  based  on  data  reported  by  individual  banks  with  little  or 
no  allowance  for  volume  of  loans  made  at  different  rates,  they  are  likely  to  be 
higher  than  rates  actually  earned,  which  are  more  influenced  by  the  large  loans 
and  large  banks.  This  does  not  seem  to  have  been  the  case,  however,  in  Boston 
and  Minneapolis,  where  the  rates  reported  as  charged  on  the  largest  volume  of 
loans  are  considerably  lower  than  those  earned  and  also  lower  than  the  prevailing 
rates  reported  monthly. 

Rates  at  country  banks. — At  country  banks  there  is  less  variation  in  rates  charged 
than  at  city  banks.  At  a  large  majority  of  country  banks  6  percent  is  the  most 
common  rate  charged  on  loans;  in  a  great  many  banks  7  and  8  percent  is  more 
common,  and  10  percent  is  not  infrequent,  especially  on  agricultural  loans.  A 
rate  of  5  percent  is  seldom  reported  by  country  banks  in  cities  of  less  than  100,000, 
except  on  real  estate  loans. 

'  Figures  for  prevailing  rates  are  based  on  rates  charged  on  prime  customer  loans  of  three  types — com- 
mercial loans  and  demand  and  time  loans  on  securities— as  reported  by  large  banks  in  cities  containing 
Federal  Reserve  banks  or  branches.  The  method  of  computing  the  averages  takes  into  account  the  relative 
importance  of  each  of  ttiese  types  of  loans  and  the  relative  importance  of  each  reporting  bank,  as  measured 
by  total  loans.  In  the  district  averages,  the  average  rate  for  each  city  included  is  weighted  according  to  the 
importance  of  that  city  in  the  group,  as  measured  by  loans  of  all  banks  in  the  city. 
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The  following  table  shows,  by  Federal  Reserve  districts,  the  annual  rate  of 
earnings  on  loans  at  all  country  banks  and  the  most  common  rates  charged  on 
various  types  of  loans  at  countrv  banks  other  than  those  in  country  bank  cities 
with  a  population  of  more  than  100,000.  The  reason  that  rates  earned  by  country 
banks  in  the  Boston,  New  York,  and  Philadelphia  districts  are  considerably  lower 
than  the  most  common  rates  charged  is  probably  that  in  these  districts  there  are 
a  number  of  larger  cities  with  a  country-bank  status  where  rates  charged  are  lower 
than  in  the  smaller  communities.  In  most  of  the  other  districts,  except  perhaps 
Minneapolis,  the  comparisons  of  rates  reported  as  charged  and  rates  earned  seem 
reasonable,  considering  the  various  factors,  previously  mentioned,  that  may  ac- 
count for  differences.  At  country  banks  variations  in  size  of  loans  and  in  rates 
charged  are  smaller  than  at  city  banks,  and  the  average  rates  eanied  on  the  total 
amount  of  loans  are  therefore  more  nearly  comparable  with  rates  charged  on  the 
largest  volume  of  loans.  The  figures  shown  in  the  table  are  probably  fairly  typical, 
not  only  of  rates  charged  on  the  largest  volume  of  loans  by  all  banks,  but  also  ot 
those  charged  largest  number  of  borrowers. 

Rates  charged  and  interest  earned  on  loans  at  country  hanks 


Federal  Reserve  district 


Most  common  rate  charged,!  Oct.  1,  1936,  on- 


Commer- 
cial and 
industrial 
loans 


Boston 

New  York 

Philadelphia.. 
Cleveland. --- 

Richmond 

Atlanta 

Chicj^o 

St.  Louis 

Minneapolis.. 
Kansas  City- 
Dallas 

San  Francisco 


6 
6 
6 

• 

6-8 
6 
6 

7-8 
8 
8 
8 


Agricul- 
tural loans 


6 
6 
0 

6 
6 
8 
6 
6 
7-8 
8 
10 
8 


Farm  real- 
estate  loans 


6 
6 
6 
6 
6 
8 
6 
6 
6 
6 
8 
6-8 


Urban  resi- 
dential 
loans 


6 

6 

6 

6 

6 

6-8 

6 

6 

6-8 

6-8 

*  8 

6-8 


Interest 

earned  on 

loans,  first 

half  of 

1936  > 


4.88 
4.94 
5.16 
6.00 
5.68 
6.32 
5.66 
5.90 
5.48 
7.68 
8.80 
6.32 


1  Most  common  rate  charged  on  largest  volume  of  loans  at  country  banks  excluding  banks  in  country  bank 
cities  with  population  of  more  than  100,000. 
*  All  country  banks;  rate  per  annum. 

.  There  is  a  marked  geographical  variation  in  rates  among  country  banks.  In  the 
eastern  and  central  western  districts  the  prevailing  rate  is  6  percent.  In  the 
southern  and  western  districts  of  Atlanta,  Minneapolis,  Kansas  City,  Dallas,  and 
San  Francisco  higher  rates  prevailed  on  commercial  and  agricultural  loans — gener- 
ally 8  percent,  with  10  percent  as  most  common  on  agricultural  loans  in  the 
Dallas  district.  On  real-estate  loans  a  6-percent  rate  was  more  nearly  universal, 
with  8  percent  ruling  in  the  Dallas  district  and  a  range  of  6  to  8  percent  reported 
by  the  other  southern  and  western  districts. 


A  Resolution  Adopted  by  the  United  States  Building  and  Loan  League 
AT  the  Forty-Fifth  Annual  Convention  Assembled,  Los  Angeles,  Calif., 
October  1937 

The  public  service  which  has  always  motivated  the  activities  of  savings  build- 
ing and  loan  associations  urges  that  they  do  some  audacious  thinking  and  acting 
at  the  present  time.     The  country  needs  small,  inexpensive  homes. 

The  United  States  Building  and  Loan  League  urges  that  its  member  savings, 
building  and  loan  associations  and  cooperative  banks  direct  their  activities  during 
the  coming  rear  to  the  financing  of  new  homes  for  people  with  incomes  reaching 
as  low  as  $800  to  $1,200  a  year,  depending  upon  the  locality,  and  up  through  the 
middle-class  incomes.  We  urge  that  they  undertake  the  financing  of  some 
responsible  builders  of  numbers  of  small  houses  whenever  the  builder  can  supply 


bona  fide  buvers  for  the  homes.  We  commend  to  their  consideration  the  com- 
paratively small  r  lies  in  the  development  of  such  ^^^ome  budding  in 
entirely  new.  protected  communities  and  insist  that  this  effort  on  our  P^F*^^^ 
ffo  further  toward  revising  the  technique  of  home  building  in  favor  of  the  family 
which  forms^^^^^          of  the  need  than  all  the  government  bureaus,  surveys  and 

^""iWbv* certify  that  the  foregoing  is  a  true  and  correct  copy  of  a  resolution  duly 
adoptefbythfuni^^  Building  and  Loan  League  at  its  annual  convention 

held  in  Los  Angeles,  Calif.,  on  the  8th  day  of  October  1937. 

H.  F.  Cellarius, 
Secretary-  Treasurer, 
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The  Chairman.  I  want  to  thank  you  very  much  for  yourable  state- 
ment. 

Mr.  Ramspeck,  will  you  please  come  around?  Gentlemen,  this  is 
Congressman  Robert  Ramspeck.  I  do  not  need  to  introduce  him. 
He  had  asked  to  appear  before  the  committee  for  5  minutes,  and  I 
know  we  shall  be  glad  to  hear  him. 

STATEMENT  OF  HON.  ROBERT  RAMSPECK,  MEMBER  OF  THE 
HOUSE  OF  REPRESENTATIVES  FROM  THE  STATE  OF  GEORGIA 

Mr.  Ramspeck.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you 
and  the  committee  for  the  opportunity  to  appear  here  in  support  of  the 
President's  recommendation  for  the  reenactment  of  title  I  of  the 
Housing  Act,  and  especially  do  I  want  to  urge  upon  the  committee 
consideration  of  permitting  under  that  reenactment  of  title  I  the  con- 
struction of  new  dwellings  at  a  cost  not  exceeding  $2,000. 

My  reason  for  that,  gentlemen,  is  this;  that  under  title  I,  when  it 
was  in  existence,  some  of  the  banks  in  my  district  made  loans  for  new 
construction,  and  they  found  it  a  most  satisfactory  practice.  The 
loans  were  satisfactory  and  enabled  people  of  small  means  to  build 
small  houses  in  the  suburban  and  rural  sections  of  my  district. 

Under  title  II  of  the  act  that  type  of  people  have  no  opportunity  to 
participate,  because  they  are  not  in  position  to  finance  the  more  ex- 
pensive dwellings  that  would  have  to  be  built  in  accordance  with  the 
specifications  and  rules  governing  title  II,  but  the  building  material 
people  and  bankers  who  made  loans  in  my  district  under  title  I  tell  me 
that  they  got  more  real  benefit  from  that,  and  particularly  were  they 
happy  to  have  the  privilege  of  letting  these  people  of  low  incomes  build 
small  houses  out  in  suburban  sections  around  Atlanta,  and  that  is  the 
purpose  of  my  appearance  here,  to  urge  upon  the  committee  the  specific 
authority  under  the  reenactment  of  that  title  for  new  construction  up 
to  $2,000.  I  have  been  told  that  the  housing  administrator,  Mr. 
McDonald,  has  no  objection  to  that  feature  being  injected  into  the 
reenactment  of  title  I,  and  I  hope  that  is  correct. 

And  I  might  point  out  this  to  the  committee,  wliich  I  am  sure  they 
would  see  any  way,  that  that  is  about  the  only  way  that  a  great  many 
sections  of  our  country  could  get  any  benefit  out  of  this  Housing  Act, 
because  under  title  II  they  do  not  go  into  the  suburban  and  rural  sec- 
tions of  the  country,  and  therefore  a  great  many  of  our  people  haven't 
had  any  opportunity  to  participate  under  that  title;  but  under  title  I 
if  you  give  that  authority  we  could  even  build  houses  on  the  farms  in 
this  country;  and  I  think  it  would  be  a  splendid  thing.  I  know  down 
in  our  section  of  the  country  we  need  some  new  farmhouses  and  some 
better  farmhouses,  and  I  would  Uke  very  much  to  see  it  done,  and  I 
hope  the  committee  will  give  it  that  direction. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Mr.  Ramspeck.  We  have  been  glad 
to  have  vour  statement. 

STATEMENT  OF  HON.  PETER  J.  DeMUTH,  MEMBER  OF  THE  HOUSE 
OF  REPRESENTATIVES  FROM  THE  STATE  OF  PENNSYLVANIA 

The  Chairman.  Gentlemen,  this  is  Representative  Peter  J.  DeMuth, 
of  Pennsj^lvania.  Mr.  DeMuth,  we  are  glad  to  have  you  here  and 
shall  be  pleased  to  hear  an}^  statement  you  wish  to  make. 


Mr.  DeMuth.  Mr.  Chairman,  from  the  way  I  understand  this  bill, 
in  order  for  a  contractor  to  get  a  construction  loan  he  must  apply  for 
a  loan  to  build  25  houses  or  more,  and  for  a  mortgage  in  the  amount 
of  $16,000  or  more.  After  talking  to  a  number  of  builders-supply 
men,  I  feel  that  there  are  many  contractors  in  the  country  that  have 
been  very  good  risks  so  far  as  character  is  concerned,  and  this  number 
is  so  great  that  they  have  built  the  majority  of  small  homes  in  the 
country.  There  are  many  of  them  that  could  and  are  ready  to  build 
now — provided  they  are  able  to  get  construction  loans,  and  I  think 
that  thev  should  be  permitted  to  get  construction  loans  on  a  smaller 
number  of  houses  than  25.  I  do  not  think  we  should  urge  them  to 
overstretch  themselves  on  the  number  of  houses  they  shoidd  build, 
nor  should  we  pass  legislation  to  discriminate  against  the  smaller 
builder  in  favor  of  the  larger  building  corporation.  ... 

Mr.  Hancock.  ^Vhere  do  vou  find  any  such  restriction  m  the  bill? 

Mr.  DeMuth.  Under  the  F.  H.  A.,  the  way  I  read  the  act,  referring 
to  page  29,  section  210-A. 

Mr.  McGranery.  Commencing  on  page  28,  do  you  mean? 

Mr.  DeMuth.  Yes;   the  bottom  of  page  28.     Isn't  that  the  only 

place? 

Mr.  McGranery.  That  is  right. 

Mr.  DeMuth.  That  is  the  only  place  there  in  the  act  where  a  con- 
struction loan  is  provided. 

Mr.  McGranery.  And  what  was  your  thought  on  that? 

Mr.  DeMuth.  I  think  the  $16,000  provision  that  they  have  in 
there  is  all  right,  but  I  think  that  should  be  cut  down  to  five  smgle 

dwellings. 

Mr.  McGranery.  You  have  in  mind  I  suppose  the  small  com- 
munities where  25  houses  might  even  be  too  many.     Is  that  right? 

Mr.  DeMuth.  That  would  be  a  large  number  of  houses,  and  a  man 
starting  out  would  want  to  feel  his  market.  He  would  not  want  to 
go  out  and  start  25  houses  when  there  may  be  only  a  market  for  four 
or  five  houses.  It  would  be  bad  for  the  Government,  because  eventu- 
ally that  would  react.  t^  tt    a 

Mr.  Ford.  He  can  still  get  that  loan  through  the  regular  F.  H.  A, 

procedure.  .  . 

Mr.  DeMuth.  He  can  get  a  loan,  but  how  is  he  going  to  originate 
that  program?    He  needs  a  construction  loan. 

Mr.  McGranery.  He  cannot  get  it  under  sections  203  and  207 
unless  he  builds  25  single-family  dwellings,  or  one  or  more  multiple- 
family  dwellings.     It  cannot  be  done. 

Mr.  DeMuth.  What  is  he  going  to  do  for  money  to  pay  his  laborers 
and  his  materialman?  The  chances  are  he  could  get  the  materialman 
to  go  along,  because  he  is  a  good  risk,  but  labor  would  want  to  be 

paid. 

Mr.  Ford.  Do  you  imderstand  that  he  gets  the  money?  Who 
does  he  get  this  money  from,  as  you  understand  this  section? 

Mr.   JBeMuth.  From   the   Reconstruction   Finance   Corporation, 

under  this. 

Mr.  Ford.  Where  do  you  get  that? 

Mr.  DeMuth.  That  was  my  idea. 

Mr.  Hancock.  He  can  get  the  money  from  any  lending  institution. 
The  only  thing  is,  the  Federal  Housing  Administration  would  have  to 
insure  the  advances. 
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Mr.  Williams.  This  section  does  not  give  him  any  money.  It 
simply  provides  him  with  insurance  on  that. 

Mr.  McGranery.  That  is  what  he  is  getting  at. 

Mr.  DeMuth.  On  construction?  He  could  not  under  the  mortgage 
get  the  money  until  the  mortgage  is  signed  and  the  suppliei-s  release 
Hens  to  the  mortgagee,  showing  that  all  his  bills  are  paid,  but  this 
section  here  provides  for  a  construction  loan. 

Mr.  McGranery.  In  other  words,  he  cannot  get  a'  construction 
loan ;  that  is  what  you  mean? 

Mr.  DeMuth.  That  is  nght. 

Mr.  McGranery.  That  is,  money  that  is  to  be  used  in  the  con- 
struction of  the  dwelling.     Is  that  right?     Is  that  what  you  mean? 

Mr.  DeMuth.  That  is  right. 

Mr.  Ford.  I  should  think  that  in  building  five  homes,  he  could  get 
one  F.  H.  A.  loan  and  complete  that  house,  and  then  when  he  com- 
pleted that  he  could  do  the  same  thing  again,  and  continue  to  do  that, 
and  in  that  way  he  would  naturally  not  have  to  come  under  this. 

Mr.  DeMuth.  No;  but  your  providing,  the  way  I  interpret  this,  a 
means  of  supplying  capital  to  the  large  builder  for  constructing 
homes  and  to  initiate  the  program,  whereas  the  small  man,  the  small 
builder  does  not  have  any  chance. 

Mr.  Ford.  We  do  not  provide  capital,  in  the  first  place,  to  anybody. 

Mr.  DeMuth.  You  supply  a  means  of  his  obtaining  a  loan. 

Mr.  Ford.  We  set  up  machinery  for  the  insurins:  of  his  loan,  which 
presumably  will  induce  private  capital  to  go  into  it  because  of  the  fact 
that  the  loan  is  insured,  but  there  is  no  reason  why  this  man  who  is 
ultimately  going  to  build  but  five  houses  should  not  build  them  one  at 
a  time  and  get  his  loan  in  the  regular  way.  . 

Mr.  McGranery.  Mr.  DeMuth,  is  this  what  you  have  in  mind? 
Where  a  contractor  in  some  small  community  has  only  a  need  for 
5  to  10  new  houses  in  that  community,  he  has  his  set-up.  Under  the 
law,  as  I  read  it,  you  are  absolutely  right,  if  you  and  I  agree  as  to 
where  we  are  going  on  this  thing.  Before  he  can  have  that  mortgage 
insured  he  must  submit  a  plan  to  the  F.  H.  A.  of  the  type  of  construc- 
tion of  the  houses — that  being  approved  by  the  F.  H.  A. — do  you  see? 

Mr.  DeMuth.  Yes. 

Mr.  McGranery.  That  then  there  can  be  an  advance  from  the 
renting  agency,  whoever  it  may  be,  to  the  materialman,  to  the  laborer, 
and  to  what  not,  to  pay  foi  the  construction  as  it  proceeds. 

Mr.  DeMuth.  That  is  right. 

Mr.  McGranery.  That  is  what  you  have  in  mind? 

Mr.  DeMuth.  Yes,  sir. 

Mr.  McGranery.  I  thought  that  was  it. 

Mr.  Williams.  Why  can  they  not  do  that  as  well  for  5  as  for  25? 
What  is  your  idea? 

Mr.  McGranery.  The  law  limits  it. 

Mr.  DeMuth.  The  law  limits  it  by  saying  ''not  less  than  25.'' 

Mr.  Williams.  But  go  back  to  the  other  provision,  section  203. 

Mr.  McGranery.  There  is  no  construction  loan  guaranty  provision 
there  at  all.     There  is  no  provision  for  that. 

Mr.  DeMuth.  There  is  no  provision  on  the  one,  but  there  is  a 
provision  on  25  or  over. 

Mr.  Williams.  Does  not  the  F.  H.  A.  make  commitments  as  the 
building  progresses  and  the  money  is  advanced  by  the  bank  or  the 


mortgage  company  or  whoever  advances  it  in  the  one  case  just  as  they 
do  in  the  other? 

Mr.  DeMuth.  No;  they  do  not,  under  the  present  law,  from  the 

way  I  understand  it. 

Mr.  Hancock.  Mr.  Chairman,  Mr.  McDonald  is  here,  and  I 
think  he  could  very  readily  clear  up  that  point  for  us. 

Mr.  DeMuth.  Yes;  I  would  be  glad  to  have  that  done. 

The  Chairman.  I  was  reserving  questions  until  Mr.  DeMuth  had 
finished,  but  if  you  desire  you  may  ask  Mr.  McDonald  that  question 
at  this  time. 

Mr.  McDonald.  On  the  individual  houses  up  to  25  there  are  avail- 
able facilities  for  construction  loans.  There  are  the  building  and  loan 
societies  and  the  local  banks.  The  Federal  Housing  have  not  the 
staff,  have  not  the  facilities  to  keep  track  of  these  individual  houses 
while  they  are  under  construction,  yet  the  local  man  on  the  ground 
has,  and  that  is  why  we  did  not  want  to  include  in  the  act  any  con- 
struction unless  it  was  sizeable  in  amount. 

Mr.  McGranery.  But  then  you  get  back,  Mr.  McDonald,  to  the 
proposition,  as  I  follow  the  gentleman,  where  you  are  relying  solely 
on  the  lending  agency  in  that  community,  and  suppose  they  say  to 
him  that  this  is  not  attractive  enough,  they  do  libt  want  it? 

Mr.  McDonald.  That  is  for  the  individual  house?    That  would 

be  true.  . 

Mr.  McGranery.  Then  they  are  out  of  luck,  m  other  words? 

Mr.  McDonald.  That  is  true. 

Mr.  McGranery.  I  think  we  should  make  some  provision  for  that. 

Mr.  DeMuth.  Suppose  it  were  four  houses  or  five  houses?  I  would 
like  you  to  name  me  one  building  and  loan  or  one  bank  in  Allegheny 
County  or  the  city  of  Pittsburgh  that  will  do  that. 

Mr.  McDonald.  I  am  not  familiar  with  Pittsburgh. 

Mr.  McGranery.  Mr.  McDonald,  you  feel  that  to  change  this  for 
less  than  25  might  place  an  undue  burden  on  your  organization? 

Mr.  McDonald.  Precisely.  We  would  have  to  see  that  the  con- 
tractor was  under  bond,  otherwise  we  might  be  handed  a  lot  of  half- 
finished  houses.  If  he  had  difficultv  with  a  contractor  he  could  simply 
call  the  thing  off  and  demand  our  insurance  on  the  other,  the  unfinished 

house. 

Mr.  McGranery.  Is  there  any  other  objection  to  this  feature? 

Mr.  McDonald.  That  is  all. 

Mr.  McGranery.  That  is  the  only  thing? 

Mr.  DeMuth.  Could  you  not  make  that  contractor  subject  to  your 

approval? 

Mr.  McDonald.  Yes;  but  when  you  get  down  to  one  house  at  a 

time 

Mr.  DeMuth  (interposing).  Make  it  four  or  five  houses,  and  you 
could  easily  have  your  man  investigate  that  contractor  through  his 
building-material  man  from  whom  he  has  bought  over  a  period  4  or  5 

years. 

Mr.  McDonald.  To  make  construction  loans,  Mr.  Congressman,  it 
is  necessary  to  make  repeated  and  continuous  inspections,  and  for 
small  individual  houses  we  have  not  the  facilities  for  it. 

Mr.  McGranery:  Mr.  McDonald,  is  it  not  true  that  with  this  pro- 
vision in  the  law  you  are  going  to  stymie  the  building  of  these  very 
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small  communities,  that  this  will  only  apply  to  metropolitan  areas, 
where  they  are  going  to  get  the  full  benefit  of  it? 

Mr.  McDonald.  I  do  not  think  so.  Our  experience  has  been,  so 
far,  that  40  percent  of  the  F.  H.  A.  'loans  have  been  made  in  cities 
under  25,000  inhabitants. 

Mr.  McGranery:  That  was  the  limit  you  set? 

Mr.  McDonald.  Yes. 

Mr.  DeMuth.  I  will  say  that  90  percent  of  the  houses  that  were 
built  during  the  boom  years  m  the  city  of  Pittsburgh  were  built  by  men 
such  as  that,  and  you  are  eliminating  them  entirely  from  the  picture, 
and  they  can  build  and  give  more  value  for  the  money  than  the  larger 
contractor  because  they  do  not  have  the  overhead,  and  they  also  give 
to  it  personal  supervision  and  attention. 

I  would  also  suggest  that  the  office  and  overhead  expense  m  connec- 
tion with  the  insurance  of  the  mortgages  be  carried  out  of  the  general 
appropriation,  not  charges  as  an  expense  against  the  insuring  of  the 
mortgage  when  the  mortgage  is  approved. 

Mr.  McGranery.  What  is  that?    I  do  not  follow  you. 

Mr.  DeMuth.  The  elimination  of  office  and  overhead  expenses  m 
connection  with  the  mortgage  pool  to  be  eliminated,  that  only  the 
direct  losses  suffered  on  any  of  the  mortgages  be  charged  agaiiist  the 
pool.  I  do  not  think  Mr.  McDonald  would  have  anjr  objections  to 
that.  It  is  a  matter  of  bookkeeping  there,  and  it  also  is  a  matter  for 
the  administrator  to  decide  how  much  of  his  general  expense  he  is 
going  to  charge  against  the  mortgage  pool. 

Mr.  McGranery.  You  mean  to  eliminate  the  entire  overhead  of  the 
administrator? 

Mr.  DeMuth.  Yes;  against  the  mortgage  pool.  . 

Mr.  Abner  H.  Ferguson.  You  mean  by  that  the  mutual  mortgage 
insurance  fund? 

Mr.  DeMuth.  Yes. 

Mr.  Abner  H.  Ferguson.  Then  Congress  will  appropriate  it? 

Mr.  DeMuth.  Yes;  Congress  will  appropriate  it.  I  believe  it 
would  simplify  that  feature.  Do  you  know  of  any  particular  objec- 
tions to  that,  Mr.  McDonald? 

Mr.  McDonald.  I  do  not  believe  I  am  in  a  position  to  discuss  that 
right  now,  Mr.  Congressman. 

Mr.  Ford.  When  you  take  out  insurance  with  an  insurance  com- 
pany, that  bemg  a  private  company,  where  do  they  get  their  overhead? 
Wliere  does  the  insurance  company  get  its  overhead? 

Mr.  DeMuth.  Oh,  for  the  insurance  poUcy,  of  course,  but  here  you 
are  asking  a  private  individual  to  build  a  home  in  order  to  give  work 
and  buy  material,  in  order  to  take  people  off  the  unemployed  lists. 
He  is  willing  to  put  his  money  in  that  program,  cooperating  with  the 
Government,  and  besides  I  do  not  think  they  should  charge  any  in- 
surance at  all,  because  the  saving  to  the  Government  in  the  long  run 
is  going  to  be  much  greater  than  the  small  "mortaUty",  you  might  say, 
that  is  going  to  occur  on  these  mortgages  according  to  the  history  of 
the  mortgages  under  the  F.  H.  A.  as  now  in  effect.  And  when  you 
consider  what  they  are  domg  for  the  renter,  where  you  are  reaching 
practically  the  same  class,  you  are  not  making,  you  might  say,  any 
concession. 

Mr.  Ford.  That  is  true  on  the  low-cost  housing. 


Mr.  DeMuth.  Because  under  that  act  you  are  giving  them  housing 
at  no  cost,  and  no  taxes. 
The  Chairman.  All  right.    Thank  you  very  much. 

STATEMENT  OF  HON.  EDWARD  W.  CURLEY  MEMBER  OF  THE 
HOUSE  OF  REPRESENTATIVES  FROM  THE  STATE  OF  NEW  YORK 

The  Chairman.  Gentlemen,  you  do  not  need  to  have  Congressman 
Curley  introduced.    We  are  very  glad  to  hear  you,  Mr.  Curley. 

Mr.  Curley.  In  the  beginning,  Mr.  Chairman  and  gentlemen,  I 
want  to  extend  to  you  my  appreciation  for  the  invitation  to  be  here. 
I  was  here  before  this  morning  and  was  unable  to  remain.  I  have 
already  appeared  before  the  Banking  and  Currency  Committee  of  the 

Senate.  , 

I  represent  the  highly  industrial  section  of  the  country,  JNew  York 
City.  In  the  situation  we  have  there  I  believe  that  this  new  proposed 
legislation,  the  Wagner-Steagall  bill  will  be  the  medium  by  means  of 
which  the  condition  existing  especially  there  in  that  big  city  will  be 
materially  benefited .  We  have  something  like  66 ,000  tenement  houses 
in  the  city  of  New  York,  "old  law  tenements"  so-called,  of  which 
some  37,000  are  obsolete  and  should  be  torn  down  and  scrapped. 
With  the  permission  of  the  committee,  I  would  just  like  to  read  off 
those  figures.     It  will  not  take  but  a  minute.     [Reading:] 

For  the  information  of  all  concerned  in  this  humane  legislation  it  might  be 
interesting  to  know  that  there  is  a  fertile  field  for  new  construction  by  pnvate 
industry  in  the  city  of  New  York,  which  under  the  terms  of  the  Wagner-SteagaU 
bill,  investments  will  be  secured  by  the  Federal  Government  insurance  feature. 

Rents — a  surprising  thing — the  rents  now  are  rising  in  the  city  of 
New  York,  and  especially  where  the  tenants  live  in  these  tenement 

houses. 
Mr.  McGranery.  That  is  due  to  the  fact,  I  suppose,  of  the  shortage. 
Mr.  Curley.  The  shortage  in  houses,  exactly.     [Reading:] 

Rents  are  now  rising  in  the  city  of  New  York,  especially  among  the  tenement 
houses.  There  are  five  counties  in  the  city  of  New  York,  in  which  are  located  the 
following  old-law  tenements. 

I  will  give  you  a  picture  of  the  city.  I  do  not  know  how  many  of 
you  are  familiar  with  the  topography  of  the  city  of  New  York,  but 
at  any  rate  in  New  York  county  there  are  29,056  "old-law"  tenements, 
containing  335,042  flats.  In  Kings  County  there  are  31,353  tene- 
ments, containing  148,199  flats.  In  Bronx  County  there  are  4,620 
tenements  containing  31,317  flats.  In  Queens  County  there  are 
1,632  tenements,  containing  7,044  flats,  and  in  Richmond  County 
there  are  291  tenements,  containing  1,164  flats.  That  completes  the 
five  counties.  This  makes  a  total  of  66,952  of  these  ''old-law"  tene- 
ments, with  a  total  of  523,386  flats.  These  flats  house  approximately 
1,500,000  in  the  city  of  New  York.  Now  it  is,  in  my  humble  opinion, 
due  to  the  fact  that  the  building- trades  depaitment  of  the  American 
Federation  of  Labor  was  the  first  industry  in  this  industry  to  feel  the 
effects  of  the  depression,  and  it  is  the  last  to  be  helped  financially. 
There  are  I  will  say  about  a  million  craftsmen  in  the  building-trades 
department  of  the  American  Federation  of  Labor,  and  there  are  also 
some  3,000,000  to  4,000,000  other  workers  who  are  interrelated  to 
the  building  industry. 
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I  think  that  the  Wagner-Steagall  bill  will  be  the  magnet  which  will 
attract  the  finances  of  the  money  lenders  in  the  city  of  New  York 
and  other  sections  of  this  country,  who  I  think  should  have  no  objec- 
tion to  coming  to  the  front,  because  in  the  early  days  of  the  depression 
if  my  memory  serves  me  correctly  Uncle  Sam  treated  them  very  kindly, 
because  we  bailed  out  some  1Q%  percent  of  the  mortgagees,  which 
amounted  to  something  hke  $3,000,000,000,  and  thereby  gave  them 
a  wonderful  blood  transfusion.  Now  I  think  the  picture  is  turned 
around,  and  while  the  Nation  is  in  a  recession  somewhat  it  is  like  a 
patient  who  is  sick  and  convalescing,  and  who  did  not  obey  the  orders 
of  his  physician  and  probably  "stepped  out''  a  little  bit  too  much 
and  is  now  suffering  as  a  result  of  it,  but  it  is  only  temporary. 

Mr.  McKeough.  Will  you  guarantee  that?     [Laughter.] 

Mr.  CuRLEY.  I  tell  you  what  I  will  do,  Mr.  McKeough,  I  will  refer 
you  to  what  one  gentleman  said  back  in  1929,  and  what  he  says 
today.  Back  in  the  summer  of  1929  we  were  startled  by  a  prediction 
that  our  Nation  would  be  enmeshed  in  a  panic  within  6  months.  That 
prediction  was  made  by  an  internationally  prominent  statistician  and 
economist.  His  name  is  Roger  W.  Babson.  We  know  how  accurate 
he  was  then,  when  the  uncanny  truth  dawned  on  the  American  people 
in  the  fall  of  that  dark  history-making  year  of  1929.  He  was  in  a 
pessimistic  mood  at  that  time.  Now  he  is  back  again  in  the  limelight, 
taking  the  lead  this  time  of  the  optimists  in  ridiculing  the  present-day 
pessimists  who  seem  to  be  suffering  from  stage  fright  over  the  Nation 
taking  time  out  to  take  inventory  of  the  state  of  the  Union.  While 
this  necessary  economic  step  is  in  progress  a  so-called  recession  took 
place,  and  the  weak  elements  in  the  life  of  the  Nation  lost  their 
nerves.  Well,  let  us  see  what  that  great  statistician-econcimist  has 
to  say  now  on  this  state  of  our  affairs. 

In  an  interview  at  his  Wellesley  Hills  home  near  Boston,  upon  his 
return  from  a  5  weeks'  visit  to  England,  Roger  W.  Babson,  statistician- 
economist,  expressed  every  confidence  that  despite  troubled  waters 
in  the  sea  of  economics,  business  conditions  in  this  country  are  basic- 
ally sound.  I  quote: 

Babson  predicts  that  business  in  1938  will  be  better  than  it  was  in  1937.  Our 
Nation  today  is  swept  by  the  epidemic  of  a  new  disease — it  is  the  jitters.  The 
English  and  other  Europeans  think  this  slump  is  only  stage  fright  on  our  part. 

I  read  that  because  Mr.  McKeough  asked  the  question. 

Now,  Mr.  Chairman,  without  attempting  to  abuse  the  privileges 
you  have  accorded  to  me,  I  speak  for  a  number  of  builders  in  the 
city  of  New  York  and  I  do  not  speak  from  a  lack  of  experience,  because 
I  put  in  35  years  as  a  practical  builder  in  the  city  of  New  York,  supply- 
ing the  key  craft  of  the  building  industry,  the  hoisting  machinery,  so 
I  have  had  my  ups  and  downs,  too,  in  the  business,  but  I  can  appreciate 
the  fact,  from  my  experience  in  the  building  business,  that  it  is 
stymied  as  my  friend  said,  and  I  think  this  bill  is  a  step  in  the  right 
direction  and  will  be  a  medium  by  which  this  country  will  be  brought 
back  to  normal  economic  condition.  I  hope  that  this  bill  will  be 
reported  out  favorably,  which  I  approve  very  heartily. 

The  Chairman.  Thank  you,  Mr.  Curley. 


(The  prepared  statement  submitted  for  the  record  by  Congressman 
Curley  is  as  follows:) 

Mr.  Chairman  and  gentlemen,  back  in  the  summer  of  1929  we  were  startled 
by  a  prediction  that  our  Nation  would  be  enmeshed  in  a  panic  in  6  months.  That 
])rediction  was  made  by  an  internationally  prominent  statistician-economist. 
His  name  is  Roger  W.  Babson.  We  know  how  accurate  he  was  then,  when  the 
uncanny  truth  dawned  on  the  American  people  in  the  fall  of  that  dark  history- 
making  year  of  1929.  He  was  in  a  pessimistic  mood  at  that  time.  Now  he  is 
back  again  in  the  limelight  taking  the  lead  this  time  of  the  optimists  in  ridiculing 
the  present-day  pessimists  who  seem  to  be  suffering  from  stage  fright  over  the 
Nation  taking  time  out  to  take  inventory  of  the  state  of  the  Union.  While  this 
necessary  economic  step  is  in  progress,  a  so-called  "recession"  took  place,  and  the 
weak  elements  in  the  life  of  the  Nation  lost  their  nerves.  Well  let  us  see  what 
that  great  statistician-economist  has  to  say  now  on  this  state  of  our  affairs. 

In  an  interview  at  his  Wellesley  Hills  home,  near  Boston,  upon  his  return  from 
a  5  weeks'  visit  to  England,  Roger  W.  Babson,  statistician-economist  expressed 
every  confidance  that  depsite  troubled  waters  in  the  sea  of  economics,  business 
conditions  in  this  country  are  basically  sound.     I  quote: 

"Babson  predicts  that  business  in  1938  will  be  better  than  it  was  in  1937. 
Our  Nation  to  day  is  swept  by  the  epidemic  of  a  new  disease;  it  is  the  jitters. 
The  P^nglish  and  other  Europeans  think  this  slump  is  only  stage  fright  on  our 
part." 

Mr.  Babson  and  I  are  in  agreement  as  to  the  present  and  future  state  of  the 
Union. 

Tonight  I  wish  to  speak  in  reference  to  the  Wagner-Steagall  housing  bill  which, 
in  my  humble  opinion,  is  one  of  the  most  important  pieces  of  major  legislation 
yet  introduced,  to  convey  to  the  minds  of  those  engaged  in  finance,  the  adminis- 
tration's effort  to  provide  a  basis  for  sound  investment  in  an  important  major 
industry  *  *  *  an  investment  which  carries  with  it  the  guaranteed  security 
of  Government  insurance  *  *  *  another  new  milestone  in  our  Nation's 
recovery  program. 

The  first  thought  that  President  Roosevelt  expressed  back  in  1933  w^as  "All  we 
have  to  fear  is  fear."  With  a  heavy  national  deficit  aggregating  $7,000,000,000 
lis  a  legacy,  and  facing  almost  a  complete  paralysis  of  business  in  general  *  *  * 
with  banks  closing  in  every  State  in  the  Union  *  *  *  with  railroads  badly 
crippled  *  *  *  and  the  whole  economic  structure  in  a  tailspin  heading  for 
collapse,  the  body  politic  required  a  major  operation  to  check  and  restore  it  to 
a  normal  condition.  Over  a  million  home  owners  faced  bankruptcy  and  fore- 
closure. The  nerves  of  the  American  people  were  shattered  by  misery  and  distress. 
Millions  of  farmers  were  crying  for  help.  Captains  of  industry  were  on  their 
knees  begging  for  financial  assistance  from  our  Government.  Railroads,  insurance 
companies,  and  business  in  general,  pleaded  for  financial  help  from  the  Govern- 
ment, and  it  was  granted. 

The  Government  came  to  the  rescue  of  the  farmer,  did  it  not?  Over  a  million 
home  owners,  all  over  the  country,  were  financed  by  Uncle  Sam  to  the  tune  of 
$3,000,000,000,  which  went  to  liquidate  the  frozen  assets  of  the  mortgagees  and 
lenders  all  over  the  land.  All  of  this  governmental  relief  expenditure  primed  the 
pump  sufficiently  to  check  the  downward  spiral  of  industry  by  means  of  this 
financial  blood  transfusion,  which  saved  the  day  for  the  American  people. 

Now  it  is  the  private  institutions  which  must  furnish  the  financial  sinews  of 
war  against  the  existing  recession  we  read  so  much  about.  No  plan  to  restore 
prosperity  will  work  if  the  people  can't.  The  only  remedy  for  the  solution  of  the 
unemployment  problem  is  the  distribution  of  the  wealth  of  the  Nation  in  work  and 
wages  and  this  is  the  basis  of  all  prosperity.  It  is  estimated  that  six  and  a  half 
millions  of  American  citizens  are  now  unemployed.  The  only  common-sense 
solution  of  this  problem,  therefore,  is  the  initiation  of  a  large-scale  housing  pro- 
gram of  construction  by  private  industry  which  will  stimulate  the  dormant 
elements  of  that  vital  cog  in  the  economic  life  of  our  country  *  *  »  the 
building  industry. 

The  building  industry  was  the  first  to  be  paralyzed  by  the  depression,  and 
it  is  the  last  to  receive  practical  financial  assistance.  There  are  a  million  crafts- 
men in  the  building  trades,  and  there  are  three  to  four  million  other  workers 
indirectly  affected  by  this  proposed  amendment  to  the  National  Housing  Act. 
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President  Roosevelt's  housing  program  calls  for  reductions  of  one-half  or  three- 
quarters  of  1  percent  in  the  total  charges  on  insured  mortgages.  At  the  present, 
banks  or  others,  lending  under  the  Federal  Housing  Administration  plan  are  per- 
mitted to  charge  a  maximum  of  5  percent  interest,  plus  one-half  of  1  percent 
service  charge.  They  also  collect  for  the  Federal  Housing  Administration  its  in- 
surance premium  of  one-half  of  1  percent.     That  makes  a  total  of  6  percent. 

President  Roosevelt  proposed  that  the  total  of  both  interest  and  service  charges 
be  limited  to  5  percent,  in  effect  wiping  out  the  amount  of  the  present  service 
charge.  On  homes  costing  less  than  $6,000,  he  suggested  that  the  insurance  prem- 
ium also  be  reduced  to  one  quarter  of  1  percent.  Another  but  smaller  saving 
would  apply  the  premium  rate  to  the  unpaid  balance  of  the  mortgage  instead  of 
to  the  original  amount  of  the  loan,  as  at  present.  Thus,  every  time  a  home  owner 
paid  part  of  the  principal  on  his  mortgage  he  would  reduce  his  insurance  cost  a 
few  cents  a  month. 

The  paralyzing  efifect  which  the  crisis  of  the  depression  produced  between  the 
years  1929-33,  inclusive,  on  the  building  trades  department  of  the  building  indus- 
try, is  colossal,  when  a  view  of  the  statistics  is  placed  before  us,  namely: 

BUILDING    CONSTRUCTION    IN    THE    UNITED    STATES 

The  number  of  families  provided  for  in  new  dwellings  in  257  identical  cities  are 
as  follows: 

In  1929,  in  one-familv  dwellings -_- 98,  164 

In  1933,  in  one-family  dwellings 14,  437 

In  1929,  in  two-family  dwellings 27,  813 

In  1933,  in  two-family  dwellings 2,  124 

In  1929,  in  multifamily  dwellings 118,  417 

In  1933,  in  multifamily  dwellings - 9,  318 

Bradstreet's  estimates  of  building  expenditures  in  120  cities  of  the  United 
States  were  given  as  follows: 

In  1929,  $2,489,553,000  were  spent. 

In  1933,  $262,942,000  were  spent. 

The  foregoing  statistics  indicate  expenditure  of  money  in  private  industry  for 
housing  construction  took  a  toboggan  slide  from  a  peak  in  1929  and  jigzagged  to 
almost  a  zero  point  in  1933,  because  the  financial  institutions  were  on  the  verge  of 
bankruptcy  when  the  "Life  Saver"  Uncle  Sara,  stepped  in  and  rescued  the  very 
institutions  which  primarily  brought  on  the  business  collapse.  The  builders  of 
the  Nation  were  handcuffed  and  could  not  obtain  loans  for  private  construction. 

It  is  conceded  by  those  who  are  experts  on  housing,  that  approximately  750,000 
dwellings  per  year,  for  the  next  10  years,  must  be  built  to  supply  the  essential 
human  needs  in  this  field  of  construction. 

The  rise  in  the  Nation's  jobless  is  put  at  290,000  in  a  month.  This  unemploy- 
ment in  the  United  States  in  October  1937,  advanced  293,000  over  the  September 
level,  to  an  estimated  total  of  6,350,000,  according  to  ihe  latest  report  of  the 
National  Industrial  Conference  Board,  made  public  on  November  31,  1937-  This 
represents  a  resumption  of  the  upward  swing  that  took  place  from  July  to  August, 
after  a  succession  of  monthly  declines  since  January  1937.  The  total  employ- 
ment in  all  fields  of  private  enterprise  and  in  permanent  Government  agencies, 
aggregating  46,836,000  persons  in  October,  showed  a  decrease  of  243,000  under 
the  total  for  September  1937. 

The  housing  problem  in  the  city  of  New  York,  and  throughout  the  Nation,  is  of 
more  commanding  importance  just  now  to  the  public  interests  than  any  other 
subject  requiring  legislative  action  by  the  Congress.  How  can  we  hope  to  stamp 
out  disease,  insanity,  and  crime  unless  we  take  practical  steps  to  remove  the  causes 
of  such  a  serious  social  maladjustment?  The  new  proposed  amendment  to  the 
National  Housing  Act  sponsored  by  Senator  Wagner  is  the  answer. 

For  the  information  of  all  concerned  in  this  humane  legislation,  it  might  be 
interesting  to  know,  that  there  is  a  fertile  field  for  new  construction  by  private 
industry  in  the  city  of  New  York,  which,  under  the  terms  of  the  Wagner-Steagall 
bill,  investments  will  be  secured  by  the  Federal  Government  insurance  feature. 

Rents  are  now  rising  in  the  city  of  New  York,  especially  among  the  tenement 
houses.  There  are  five  counties  in  the  city  of  New  York,  in  which  are  located 
the  following  old-law  tenements: 

First.  New  York  County:  There  are  29,056  old-law  tenements,  containing 
335,042  flats. 

Second.  Kings  County:  There  are  31,353  tenements,  containing  148,199  flats. 

Third.  Bronx  County:  There  are  4,620  tenements,  containing  31,737  flats. 
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Fourth.  Queens  County:  There  are  1,632  tenements,  containing  7,044  flats. 

Fifth.  Richmond  County:  There  are  291  tenements,  containing  1,164  flats. 

This  makes  a  total  of  66,952  of  these  old-law  tenements,  with  a  total  number 
of  523,386  flats.  These  flats  house  approximately  1,500,000  people  in  the  City 
of  New  York  If  the  social  reformers  really  seek  the  fundamental  cause  of  crime 
in  all  its  ramifications,  here  is  where  it  will  be  found,  in  all  its  vicious  environment. 
The  remedy  lies  in  a  drastic  slum  clearance  and  new  housing  program  of  new 

construction.  _  »,..-.•  e  -n   ^,^• 

According  to  the  statistics  of  the  Federal  Emergency  Administration  of  Public 
Works  "the  total  volume  of  all  construction  in  1929  in  the  United  States  amounted 
to  $12,000,000,000.  In  1932,  before  the  establishment  of  the  Public  Works 
Administration,  the  pendulum  had  swung  so  far  in  the  other  direction,  that  the 
volume  of  total  construction  was  less  than  $4,000,000,000. 

"To  understand  the  importance  of  construction  in  our  economic  system,  it  is 
necessarv  to  recall  that  of  49  million  persons  in  gainful  occupations  before  the 
depression,  more  than  3  million  worked  at  construction  sites.  In  addition  to  these 
were  miUions  of  other  workers  whose  employment  depended  directly  on  orders 
for  material  used  in  construction.  The  depression  was  ushered  in  by  a  letdown 
in  building,  from  boom  activities  to  a  comparative  standstill.  The  first  of  those 
to  be  laid  off  were  the  men  engaged  in  the  building  trades,  the  masons,  bricklayers, 
steel  workers,  carpenters,  plasterers,  and  plumbers.  As  construction  slowed  down, 
there  was  a  gradual  corresponding  decrease  in  orders  for  materials,  and  the  em- 
ployees of  the  mills  and  factories  joined  the  ranks  of  the  jobless.  With  mills  and 
factories  shut  down  there  was  obviously  no  call  for  raw  material^  to  be  fashioned 
into  supplies  for  construction.  Work  ceased  in  the  forests.  The  long  lines  of 
freight  lines  and  trucks  transporting  raw  materials,  from  their  source  to  the  mills 
and  factories,  which  fabricated  them,  and  thence  to  construction  sites,  became 

shorter  and  shorter.  .    ,     ^  .      .    xv.    r    x  xi,  x      x  -i 

"Evidencing  the  decreased  activities  in  these  mdustnes  is  the  fact  that  retail 
sales  for  1933  dropped  47.7  percent  from  their  1929  total.  In  1934  when  the 
benefits  of  the  first  program  undertaken  by  Public  Works  Administration  were 
being  felt,  there  was  an  upward  movement  for  the  first  time  since  1928.  The 
Congress  accepted  the  theorv  of  public  works  and  appropriated  for  all  construc- 
tion purposes  $3,151,681,565  of  which  less  than  half  went  to  Pubhc  Works 
Administration,  of  which  $130,937,289  went  for  Federal  low  rent  housing  pro]- 
etc."     This  gives  us  a  precedent  for  Federal  aid  for  low-rent  housing  construction. 

There  should  be  no  objection  now  by  private  investors,  to  release  their  idle 
funds  for  investment,  in  a  proven  sound  business  enterprise  as  is  proposed  by 
the  Wagner-Steagall  bill.  The  quicker  the  purchasing  power  of  consumers  is 
spread  over  a  wider  area  than  it  is  now,  the  sooner  the  Nation  will  balance  its 
Budget.  You  can  do  this  if  you  adopt  the  worth  while  building  program  that  is 
proposed  for  the  elimination  of  slums  and  the  erection  of  new  houses  m  place  of 
them.  Let  us  start  the  production  program  going,  by  stimulating  the  dormant 
building  trades  industry  by  means  of  a  financial  blood  transfusion.  Give  these 
millions  of  workers  the  same  opportunity  that  the  banks,  home  owners,  farmers, 
railroads,  and  business  ic  general  received  from  the  Government.  The  city 
worker  needs  the  farmers'  help  just  as  the  farmers  need  the  help  of  the  city 
worker.     Their  mutual  interests  depend  or  each  other. 

The  Wagner-Steagall  bill  is  a  humane,  constructive  measure  and  deserves  the 
wholehearted  support  of  the  Congress.  The  sponsors  of  the  bill  are  to  be  con- 
gratulated for  their  long,  tireless  efforts  to  salvage  the  poverty-stricken  from  the 
slum  tenements  and  dwellings  of  the  country  and  provide  them  with  new,  decent 
housing  besides  cooperating  for  the  revival  of  business  industry. 

Inasmuch  as  experts  say  that  families  with  incomes  under  $1,500  constitute 
much  more  than  half  the  population  of  the  cities,  the  cooperation  of  the  Federal 
Government  insurance  policy  is  the  stimulating  magnet  which  will  attract  private 
investment  of  capital.  Why  shouldn't  the  banks  and  other  lending  corporations 
cooperate  with  the  rest  of  the  country  elem^ents  in  such  a  constructive  program 
of  housing  construction  throughout  the  Nation,  when  their  invested  money  wiU 
be  guaranteed  and  protected  by  Federal  insurance? 

Under  the  provisions  of  the  existing  National  Housing  Act  to  encourage  im- 
provement in  housing  standards  and  conditions  and  to  provide  a  system  of  mutual 
insurance,  the  single  long-time  mortgage  has  been  standardized  as  the  basis  of 
private  home  financing.  One  could  borrow  up  to  80  percent  of  the  cost  of  the 
improvement  and  have  it  secured  by  Government  insurance.  This  was  a  decided 
gain  for  the  home  owner. 


^^S^ 
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The  new  amendment  in  section  7  goes  a  step  further  as  it  extends  the  home 
owners'  borrowing  capacity  from  80  percent  to  90  percent  of  the  cost  of  construc- 
tion, of  an  amount  less  than  $6,000,  provided  the  mortgagor  shall  be  the  owner 
and  occupant  of  property  at  the  time  the  mortgage  is  accepted  for  insurance,  and 
has  paid  at  least  10  percent  of  the  appraised  value  of  its  equivalent.  The  act 
provides  further  that  the  premium  charge  for  the  insurance  of  the  mortgage  will 
not  be  less  than  one-half  of  1  percent  per  annum,  nor  more  than  1  percent  of  the 
principal  obligation  outstanding,  except  that  the  premium  charge  as  to  the  mort- 
gage described  in  paragraph  (B)  of  subsection  2  of  section  203  (b)  may  be  one- 
fourth  of  1  percfent  per  annum  on  such  outstanding  principal. 

Another  important  change,  in  my  humble  opinion,  in  the  existing  law,  which 
will  have  a  strong  tendency  to  syphon  the  money  held  in  the  vaults  of  lenders, 
is  noted  in  the  amendment  to  section  25  of  title  2  by  adding  a  new  section  210. 
This  change  raises  the  borrowing  capacity  of  the  mortgagor,  involving  a  principal 
obligation  in  an  amount  in  excess  of  $16,000  but  not  in  excess  of  $200,000  and  not 
in  excess  of  80  percent  of  the  amount  estimated  by  the  Administrator  to  be  the 
value  of  the  property,  when  the  improvement  is  completed  and  such  part  thereof 
as  may  be  attributable  to  dwelling  use  shall  not  exceed  $1,000  per  room,  and 
providing  for  a  maturity  of  not  to  exceed  20  years  and  amortization  provisions 
satisfactory  to  the  Administrator. 

The  Chairman.  I  am  glad  to  introduce  Congressman  George  G. 
Sadowski  member  of  the  House  of  Representatives  from  the  State 
of  Michigan.     You  may  proceed,  Mr.  Sadowski. 

Mr.  Sadowski.  Mr.  Chairman,  I  represent  an  industrial  district 
in  the  city  of  Detroit,  4  miles  wide  and  8  miles  long,  with  approxi- 
mately 400,000  people  living  in  it. 

The  provisions  of  the  F.  H.  A.  Act  have  been  a  wonderful  thing  for 
most  of  the  city  of  Detroit,  but  the  act  has  not  up  to  the  present  time 
been  of  much  benefit  to  my  district,  because  the  people  living  in  my 
district  are  factory  workers.  They  cannot  afford  to  own  a  home 
costing  more  than  say  $6,000.  Underthis  new  bill  I  hope  that  that  is 
going  to  be  remedied.  I  hope  it  is  going  to  open  the  gat0s  to  these 
factorv  workers.  I  hope  they  will  have  an  opportunity  to  buy  homes 
inder  the  F.  H.  A. 

I  have  listened  to  quite  a  lot  of  testimony  before  this  committee, 
and  it  seems  to  me  that  a  lot  of  people  representing  financial  institu- 
tions come  here  in  the  position  of  the  dog  in  the  manger — they  them- 
selves have  not  done  anything  to  help  my  city,  to  help  the  people  in 
my  district  obtain  loans,  to  obtain  mortgages,  to  obtain  new  homes, 
and  yet  they  want  to  stop  this  committee,  and  they  want  to  stop  this 
legislation  from  becoming  effective. 

I  feel  that  the  President's  program  is  a  great  program.  I  feel  con- 
vinced after  Ustening  to  the  testimony  here  and  making  a  study  of 
the  bill  that  there  is  going  to  be  an  outlet  for  these  small  mortgages 
through  a  national  mortgage  association.  That  is  the  thing  we  need. 
The  problem  that  I  have  in  my  district  is  the  same  problem  that  every 
Congressman  has  in  every  large  city  in  the  United  States  of  America, 
and  I  certainly  hope  that  this  piece  of  legislation  will  be  reported  out 
now  and  be  enacted  into  law  now;  that  it  will  not  be  carried  to  the 
regular  session. 

I  hope  the  Senate  will  act  now. 

That  is  about  all  I  have  to  say,  Mr.  Chairman.  I  hope  we  get  this 
out  very  speedily  and  that  this  committee  acts  on  it  at  this  special 
session,  that  we  have  an  opportunity  to  vote  on  it. 

The  Chairman.  Thank  you,  Congressman  Sadowski.  If  you  wish 
to,  you  may  amend  your  statement  and  if  you  so  desire  you  have  leave 
to  extend  your  remarks  in  the  hearings. 
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STATEMENT  OF  FRANK  CARNAHAN,  SECRETARY  OF  THE 
NATIONAL  RETAIL  LUMBER  DEALERS  ASSOCIATION 

The  Chairman.  Mr.  Carnahan. 

Mr.  Carnahan.  Mr.  Chairman,  as  secretary  of  the  National  Retail 
Lumber  Dealers  Association,  I  represent  21,000  material  dealers  in 
the  United  States.  I  have  here  one  of  our  retail  dealers,  a  prominent 
retail  dealer  from  Boston,  Mr.  Hawkins,  who  is  also  a  builder  and  also 
a  financial  man,  and  if  he  can  make  a  few  statements  after  I  get  through 
making  a  short  statement  in  regard  to  the  national  mortgage  associa- 
tions, I  would  be  grateful  to  you. 

We  think  the  situation  under  this  legislation  and  the  President's 
suggestion  for  the  formation  of  a  $50,000,000  national  mortgage  asso- 
ciation with  R.  F.  C.  funds  is  one  of  the  greatest  things  that  could  be 
done  to  help  this  building  program.  I  say  that  because,  contrary  to 
the  general  belief,  one  of  our  biggest  problems  today  in  the  small- 
house  field  is  initial  financing  and  mortgage  money.  In  other  words, 
a  retail  lumber  dealer  is  in  a  position  to  go  out  and  get  his  prospect 
and  build  his  home,  but  his  local  bank  will  not  or  cannot  under  certain 
circumstances  take  that  initial  mortgage  unless  he  has  some  reservoir 
or  some  place  to  put  it. 

I  want  to  give  you  one  example  on  that  and  show  you  it  worked 
out.  You  put  an  amendment  in  the  R.  F.  C.  Act  to  permit  the  R.  F.  C. 
to  buy  through  their  mortgage  company,  F.  H.  A.  insured  mortgages. 
We  worked  out  through  the  administrative  offices  of  the  R.  F.  C. 
and  the  F.  H.  A.  a  plan  whereby  the  R.  F.  C.  would  take  those  mort- 
gages from  these  small  banks  in  these  small  communities,  taking  them 
at  4}^  percent,  which  would  allow  the  local  bank  1  percent  for  the 
servicing. 

The  banks  then  opened  up  in  order  to  assist  local  communities,  by 
supplying  the  initial  mortgage,  and  immediately  converting  it  and 
turning  it  into  this  reservoir  of  the  R.  F.  C.  In  the  State  of  Missis- 
sippi, where  they  were  doing  practically  nothing  at  all,  the  R.  F.  C. 
pumped  about  $5,000,000  in  mortgage  money  into  that  State,  and 
into  the  State  of  Texas,  $11,000,000, 1  think  altogether  about  $25,000,- 
000.  In  turn,  the  R.  F.  C.  has  sold,  I  do  not  know  just  what  the 
current  figure  is,  but  a  tremendous  number  of  those  mortgages  that 
they  have  purchased,  in  turn  to  insurance  companies  and  savings 
banks  and  financial  institutions. 

Now,  Mr.  Chairman,  if  I  can  ask  Mr.  Hawkins 

Mr.  McKeough  (interposing).  Do  you  have  any  objection  to  the 
20-to-l  ratio  and  the  $50,000,000  the  R.  F.  C.  is  supporting  on  the 
national  mortgage? 

Mr.  Carnahan.  No,  sir,  we  do  not. 

Mr.  McKeough.  Do  you  think  the  20-to-l  ratio  of  the  $50,000,000 
of  the  R.  F.  C.  which  was  put  into  the  National  Mortgage  Association 
was  a  safe  program? 

Mr.  Carnahan.  Yes. 
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STATEMENT    OF    VERNON    M.    HAWKINS,    PRESIDENT    OF    THE 
HAWKINS  LUMBER  CO.,  BOSTON,  MASS. 

Mr.  Hawkins.  Mr.  Chairman,  my  name  is  Vernon  M.  Hawkins, 
president  of  the  Hawkins  Lumber  Co.,  Boston,  Mass.;  past  president 
of  the  New  England  Wliolesale  Lumber  Dealers  Association;  past 
president  of  the  Northeast  Retail  Lumber  Dealers  Association;  past 
president  of  the  Lumber  Trade  Club  of  Boston ;  former  district  sales 
director  for  Sears-Roebuck,  in  charge  of  their  home  construction,  for 
New  England;  national  code  du-ectors  for  New  England,  and  other- 
wise I  have  been  steeped  in  this  industry  ever  since  I  was  a  tally  boy, 
and  I  am  glad  to  come  here  today.  ,      ,      ,        i,   j  x 

I  was  interested,  gentlemen,  in  hearing  what  the  bankers  had  to 
say  about  their  interest.  I  think  that  is  a  secondary  consideration 
Furthermore,  I  am  satisfied  that  the  bankers,  when  the  lumber  and 
material  man  and  the  contractor  and  laborer  will  put  their  money 
into  a  house,  then  they  are  ready  to  loan  the  money  on  it.  Then  after 
we  put  in  about  15  or'20  percent  of  the  value  of  that  house,  they  want 
us  to  endorse  their  note.  We  do  not  have  to  ask  them  to  do  that. 
We  can  get  the  money  through  the  F.  H.  A.  without  it.  ^      , 

I  hope  some  way  will  be  found  where  that  will  be  possible.  Further- 
more, I  want  to  urge  your  support  of  the  N ational  Mortgage  Co.  That 
is  one  thing  that  has  been  needed  in  this  country  for  a  great  niany 
years,  to  make  mortgages  and  real  estate,  the  basis  of  our  national 
wealth,  Uquid,  and  to  have  a  Uquidity  equal  to  investments  m  this 

country.  ;  xx  •    «^  * 

I  also  want  to  urge  the  90  percent  loans.  It  is  71  percent  now, 
according  to  their  testimony  here  that  I  have  listened  to  patiently  and 

with  a  great  deal  of  interest.  ,    ^      -r  ^  x  •  x     *v. 

Also  we  want  the  restoration  of  title  I.  It  reaches  out  mto  the 
hamlets  and  byways  and  small  places  which  probably  need  some  new 
construction  and  gives  labor  an  opportunity  for  the  small  house  to  be 
built.     We  are  back  of  and  in  support  of  the  desire  for  people  to  build 

Today  it  is  a  mystery— it  has  been  a  mystery  up  to  the  time  of  the 
education  as  put  out  by  the  F.  H.  A.  They  have  done  more  to  take 
the  mystery  out  of  home  building  than  any  other  thing  that  has 
happened  in  this  country  in  my  25  years  in  the  lumber  business. 

I  do  not  think  there  is  anything  more  I  can  say,  Mr.  Chairman. 
You  have  been  very  patient  with  a  lot  of  these  witnesses.  I  hope  you 
will  be  patient  with  me,  by  asking  that  I  discontinue  now,  so  I  presume 
you  can  adjourn. 

The  Chairman.  Thank  you  very  much.  ^  -i    i  i  i.-       i. 

Mr.  McGranery.  I  have  a  gentleman  here  from  Philadelphia  who 
is  a  very  important  builder,  building  more  invividual  homes  than  any 
other  man  in  America,  I  think.    Mr.  McClatchy. 

STATEMENT     OF     JOHN     H.     McCLATCHY,     DIRECTOR,     HOME 
BUILDERS'  ASSOCIATION,  OF  PHILADELPHIA  AND  SUBURBS 

Mr.  McClatchy.  That  is  an  exaggeration,  Mr.  Chairman. 

I  came  here  yesterday  with  a  delegation  representing  the  Home 
Builders'  Association  of  Philadelphia  and  suburbs,  of  which  I  am  a 
director. 


Before  reading  the  statement  which  we  have  prepared,  which  will 
be  very  brief,  listening  to  the  discussion  here  the  last  day  or  two,  I 
wanted  to  make  in  a  very  brief  way  a  contribution  to  this  discussion, 
which  is  the  result  of  a  long  experience.  I  have  been  in  this  business 
since  1888.  I  do  not  look  it,  but  I  have,  and  I  have  built  as  many  as 
800  or  900  small  homes  a  year.  Our  business  has  been  exclusively 
the  building  of  small  homes. 

As  a  matter  of  actual  experience  I  can  tell  you  that  up  until  1929, 
with  the  thousands  of  homes  we  bulit,  I  do  not  beUeve  we  had  100 
foreclosures,  and  they  were  all  sold  on  a  10  percent  down  payment. 

As  an  experiment  last  year,  with  the  limited  capital  I  have,  I  built 
97  houses  on  a  very  easy  payment  plan,  a  little  less  than  10  percent, 
and  we  sold  40  of  them  in  one  day.  They  were  under  $4,000  in  price, 
of  brick  and  stone,  small  Philadelphia  solid  row  houses,  substantially 
built,  and  today  we  are  offering  houses  for  sale  at  $4,300,  with  an 
absolutely  sworn  statement  of  profit  of  not  over  $150,  no  commission 
paid  to  anybody,  and  those  houses  are  equal  to  your  better  and  a 
little  larger  homes  with  more  improvements,  than  I  sold  10  years 
and  more  ago  for  $5,500,  and  at  that  time  we  sold  in  1  year  over 
500.     It  may  have  been  a  little  over  10  years  ago. 

Now  the  reason  we  have  not  been  able  to  sell  these  houses  todaj^ 
is  owing  to  the  the  20  percent,  and  we  believe  firmly — we  know  that 
there  are  at  least  20  people  to  the  one  who  did  not  purchase  some  of 
these  houses  who  would  have  bought  if  the  down  payment  was  smaller. 

I  have  rather  radical  thoughts  on  the  question  of  small  homes.  I 
have  tried  to  give  some  of  my  thoughts  to  the  Federal  Housiusr 
Administration. 

The  Chairman.  It  is  your  idea  that  the  90  percent  provision  in  this 
bill  is  constructive? 

Mr.  McClatchy.  That  it  is  constructive,  and  absoluteh^  safe. 

The  Chairman.  You  lend  your  ednorsemeat  to  that? 

Mr.  McClatchy.  It  is  absolutely  safe. 

Mr.  McGranery.  Mr.  McClatchy,  how  inany  houses,  or  do  you 
know,  surrounding  metropolitan  Philadelphia,  under  construction  at 
this  time? 

Mr.  McClatchy    I  would  say  possibly  2,000. 

Mr.  McGranery.  How  is  the  passage  of  this  bill  going  to  affect 
the  houses  now  under  construction? 

Mr.  McClatchy.  I  want  to  suggest  an  amendment,  which  I  will 
read  into  the  record  and  leave  with  you,  whereby  this  bill  could  be 
amended  so  that  its  provisions  as  to  10  percent  will  apply  to  these 
houses  that  have  been  started  within  the  last  year;  all  of  course  to 
be  subject  to  the  final  inspection  of  the  F.  H.  A. 

Mr.  McGranery.  What  prompts  you  to  offer  this  amendment? 

Mr.  McClatchy.  If  the  amendment  is  not  passed,  you  are  goin«: 
to  stop  the  substantial  builders  who  have  built  these  2,000  homes,  ami 
with  this  discussion  of  10  percent,  which  strains  people  to  put  up  that 
cash,  you  are  going  to  stop  the  builder  from  going  on,  because  those 
people  are  waiting  on  this  10  percent  business,  and  you  will  simply 
stop  that  man  and  he  will  not  be  able  to  go  ahead,  and  they  represent 
the  best  and  most  substantial  builders  in  the  city.  He  will  not  be 
able  to  go  on  unless  you  allow  the  provision  to  extend  to  those  houses 
at  present  under  construction,  all  under  the  $6,000  class. 
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Mr.  Williams.  They  did  not  have  that  in  view  when  they  started 
to  erect  them,  did  they?  .  . 

Mr.  McClatchy.  No,  but  they  have  been  penahzed  now,  and  ruin- 
ously penalized,  by  the  discussion  about  10  percent,  because  people 

are  just  waiting.  « ^  « ,  v-  , 

Mr.  McGranery.  You  mean  by  that  that  these  2,000  houses  which 

you  have  built  now  around  Philadelphia,  which  are  in  the  course  of 

construction,  are  affected? 

Mr.  McClatchy.  Houses  that  our  association  has  under  construc- 

Mr.  McGranery.  What  is  your  experience  with  respect  to  the  sales 
of  those  properties  at  this  time?  .         t  i 

Mr.  McClatchy.  I  have  mentioned  one  point.  I  do  not  know  ]ust 
what  that  may  have  been,  but  we  would  have  had  20-to-l  buyers  who 
<jould  have  bought  those  houses  with  10  percent,  who  are  unable  to 
pay  20.    That  seems  strange  but  true.    As  you  go  down  the  ladder  it 

increases  very  rapidly.  .  .        ,  t  j.x,-    u-no 

Mr.  McGranery.  Are  people  awaitmg  the  outcome  of  tms  bulf 
Mr.  McClatchy.  People  are  awaiting  the  outcome  of  this  bill;  very 

definitely  awaiting  it.  ,^,^,^,  xi  t       j 

Mr  McGranery.  In  other  words,  Mr.  McClatchy,  as  I  under- 
stand the  situation,  houses  that  have  abeady  been  built  or  are  about 
completed,  or  houses  under  construction  in  the  $6,000  class,  I  take  it, 
are  hard  to  cUspose  of  at  this  time?  . 

Mr  McClatchy.  They  are  hard  to  dispose  of  at  this  time,  it  does 
not  extend  only  to  Philadelphia  but  all  over  the  United  States,  and  I 
think  you  are  going  to  stop  the  substantial  builder  and  you  will  not 
get  the  unmediate  reemployment,  unless  you  extend  it  to  those  houses 
which  are  at  present  under  construction  or  which  have  been  under 
construction  within  the  last  12  months  and  are  unsold,  of  course, 
today,  because  that  type  of  builder  will  go  immediately  mto  large 

Personally  I  will  start  immediately  300  places  under  $6,000. 

Mr.  McGranery.  You  say  you  would  start  immediately  with  300 

houses? 

Mr  McClatchy.  300houses,yes;of  the  modem  description,  $4,000 

to  $6,000.  They  would  be  brick  and  stone,  small  Philadelphia  solid 
row  houses,  substantially  built.  They  would  include  a  garage.  You 
know  the  usual  type  of  row  house. 

Mr  McKeough.  In  view  of  your  experience,  leadmg  to  optmusm 
about  this  bill  if  it  were  adopted,  do  you  feel  you  would  encounter  any 
disability  in  reaching  an  amicable  settlement  with  labor,  to  protect 
against  increasmg  costs  by  that  program?         .  ,   ,  ,  j  t  i.  r 

Mr.  McClatchy.  I  have  had  experience  with  labor,  and  1  believe 
that  they  will  be  reasonable.  There  would  be  some  trades  that  might 
raise  some  question,  but  I  think  they  would  be  reasonable. 

Mr.  McKeough.  You  do  not  anticipate  any  disabihty  m  requuing 
labor  to  make  this  contribution  to  the  program  and  mamtain  a  fau: 
rate  with  a  guaranty  of  some  kmd  for  a  long  term?  ,  j      . 

Mr.  McClatchy.  I  would  like  to  make  a  statement  that  would  not 
be  in  the  record,  and  not  for  pubhcation. 

The  Chairman.  Very  well. 

(Discussion  off  the  record.) 


Mr.  McKeough.  Have  you  had  the  same  encouragement  from  the 

material  man? 

Mr.  McClatchy.  I  think  the  material  man  will  be  bound  to  come 
along.     I  think  he  will  come  along,  yes. 

Mr.  McKeough.  You  are  encouraged  as  to  that  possibility? 

Mr.  McClatchy.  I  am  encouraged,  yes. 

The  association  prepared  a  statement  here.  The  delegation  had  to 
go  home  yesterday,  and  they  asked  me  to  read  it.  I  will  make  it 
very  brief. 

(The  statement  was  presented  for  the  record  by  Mr.  McClatchy,  and 

is  as  follows:) 

Statement  by  John  H.  McClatchy,  a  Director,  Home  Builders* 
Association  of  Philadelphia  and  Suburbs,  Before  the  House 
Banking  Committee,  Washington,  D.  C,  Friday,  December 
10,  1937 

Gentlemen  of  the  committee,  the  Home  Builders'  Association  of 
Philadelphia  and  Suburbs  includes  more  than  100  home  builders 
and  associated  interests.  The  organization  represents  a  yearly 
industrial  turn-over  of  $100,000,000. 

Our  membership  feels  that  the  legislation  now  before  you  is  the 
closest  approach  thus  far  made  to  the  problem  of  providing  home 
ownership  financing  facilities,  with  private  funds,  for  the  smaller- 
income  man,  under  the  single,  insured-mortgage  program  of  the 
Federal  Housing  Administration. 

It  is  the  immediate  hope  of  stimulating  the  residential  buying  and 
building  market,  and  the  home-mortgage  business,  and  will  have  a 
tonic  effect  on  the  general  economic  situation. 

However,  as  spokesman  for  the  builders'  association,  I  am  instructed 
to  call  your  attention  to  one  vital  flaw  in  the  amendments  to  the 
National  Housing  Act  now  under  your  consideration. 

This  weakness,  unless  eliminated,  will  serve  to  discourage  present 
home  buying  and  building.  It  wiU  serve  to  defeat  the  primary  pur- 
pose of  the  liberalized  home-financing  facilities,  which  is  the  imme- 
diate, rather  than  postponed,  energizing  of  home  purchasing  in  the 
up-to-$6,000  bracket.  Its  effect  will  be  felt  throughout  the  Nation 
in  my  opinion,  but  will  be  particularly  emphasized  in  the  Philadelphia 
district,  largest  mass  producer  of  homes  in  the  world. 

Our  criticism  is  directed  at  section  7,  subsection  of  section  (203)  B, 
of  title  II,  page  4,  lines  5  to  17,  inclusive,  of  the  bill  before  you. . 

We  urge  that  this  section  be  amended  to  read  as  follows: 

B.  As  to  mortgages  for  an  amount  not  in  excess  of  $5,400  and  covering  such 
dwelling  or  dwellings,  the  construction  of  which  is  begun  after  the  enactment  of 
this  Act,  also  dwelling  or  dwellings  which  were  constructed,  or  in  course  of  con- 
struction during  the  twelve  months  prior  to  enactment  of  this  Act,  the  principal 
obligation  as  herein  defined  may  be  in  an  amount  not  to  exceed  90  per  centum 
of  the  appraised  value  of  the  property  as  of  the  date  the  mortgage  is  accepted 
Provided,  That  the  mortgagor  shall  be  the  owner  and  occupant  of  the  property 
and  at  the  time  of  the  insurance  shall  have  paid  on  account  of  the  property  at 
least  10  per  centum  of  the  appraised  value  in  cash  or  its  equivalent;  and  the 
property  shall  have  been  approved  for  mortgage  insurance  prior  to  the  beginning 
of  construction,  or  after  the  completion  of  construction,  of  such  dwelling  or 
dwellings. 
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It  is  plain  but  emphatic  that  the  amendment  as  it  now  stands,  if 
enacted,  will  place  the  vast  number  of  outstanding  Philadelphia  area 
residential  builders  in  disadvantageous  competition  with  a  host  of 
inexperienced  builders  who  will  step  into  what  is  expected  to  be  an 
active  bu3ang  market  and  merchandise  on  the  lO-percent-down  basis, 
while  the  members  of  our  association,  generators  of  an  industry  doing 
a  $100,000,000  of  business  annually  in  normal  times,  and  close  co- 
operators  with  the  Federal  Housing  Administration  in  advancing  the 
single,  insured  mortgage  program  during  the  past  3  years  will  be 
ruinously  handicapped  by  the  necessity  of  having  to  sell  existing  new 
construction  on  a  basis  of  20-percent-down  payment. 

On  the  other  hand,  if  the  change  in  amendment  we  urge  is  accepted, 
full  latitude  will  be  given  responsible  buyers  who  are  anxious  to  buy 
the  hundreds  of  new  homes  under  the  $6,000  mar,  in  which  Phila-^ 
delphia  builders  and  lending  institutions  have  invested  substantial 
funds.  There  are  no  present  buyers  lor  these  homes,  because  the 
prospective  home  owners  are  holding  off,  waiting  to  acquire  these 
properties  within  their  capacity  for  down  payment  which  is,  in  the 
great  majority  of  cases,  10  percent.  They  are  not  yet  generally  ac-^ 
quanited  with  the  knowledge  that,  under  the  legislation  now  before 
you,  they  will  be  ineligible  to  do  so. 

But  with  the  amendment  revamped,  as  we  have  suggested,  there 
will  be  a  brisk  turn-over  in  these  existing  new  properties,  the  producers 
will  be  encouraged,  the  buyers  will  be  accommodated,  a  large  amount 
of  private  capital  invested  in  these  properties  will  be  released,  and 
we,  the  builders,  will  immediately  reinvest  in  a  larger  small-home 
volume  in  confident  expectation  of  more  active  residential  and  mort- 
gage markets.  .  * 
I  think  that  is  what  this  legislation  seeks  to  achieve. 
As  it  now  stands,  virtually  all  Philadelphia  and  sunirban  home 
builders  produce  homes  fully  complying  with  all  requirements  of 
construction  standards  and  design  defined  by  the  F.  H.  A. 

The  greater  bulk  of  purchasing  of  this  new  construction  is  done  by 
persons  who  qualify  as  mortgagors  under  the  F.  H.  A.  plan.  They 
pay  off  their  homes  under  the  amortized  monthly  payment  plan  set  up 
in  the  F.  H.  A.  single,  insured-mortgage  system.  This  activity  is  the 
principal  source  of  F.  H.  A.  business  in  the  Philadelphia  district. 

In  nearly  all  these  cases  of  volume  building,  however,  it  was  not 
necessary  for  our  home  builders  to  obtain  a  commitment  of  insurance 
from  the  F.  H.  A.  as  a  preliminary  to  obtaining  construction  loans. 

Therefore,  there  was  no  need  for  us  to  submit  plans  and  specifications 
to  the  district  F.  H.  A.  The  high  quality  and  attractiveness  of  our 
products  brought  millions  of  dollars  of  private  capital  into  ready 
support  of  our  merchandising.  This  very  fact,  in  itself  an  economic 
advancement,  apparently  would  seem  to  have  disqualified  us  from 
further  intensive  building  and  sales  activities  under  the  amendment  as 
now  presented. 

With  the  amendment  reframed,  as  we  suggest,  this  penalty  would 
be  eliminated,  and  there  would  be  no  prejudice  against  our  immediate 
merchandising  of  new  properties  already  on  the  market. 

We  think  the  10  percent  down  payment  facility  now  proposed  will 
have  a  salutary  effect  on  home  buying  and  building,  giving  our  section, 
and  all  others,  too,  an  immediate  stimulation.  The  high  character  of 
construction   and   the   quality   and  responsibility  of  the   buyer  in 


metropoUtan  Philadelphia  is  attested  m  the  official  records  of  the 
district  F.  H.  A.  office.  That  agency  has  handled  more  than  15,000 
mortgage  applications,  recording  them  as  accepted  for  insurance,  a 
total  of  more  than  $60,000,000.  The  district  embraces  38  counties 
of  eastern  Pennsylvania,  but  nearly  70  percent  of  the  total  volume 
was  done  in  Philadelphia  and  adjoining  counties,  m  which  our  associa- 
tion membership  operates.  To  date,  I  am  to  d  there  has  not  been  one 
foreclosure  recorded  in  metropohtan  Philadelphia. 

The  Chairman,  We  thank  you.  I  want  to  say  your  statement  is 
constructive  and  reassuring  to  this  committee.  •     ^i  •    u    ; 

Mr.  McClatchy.  We  have  had  50  years'  experience  m  this  busi- 
ness and  have  built  thousands  of  homes. 

Mr.  Abner  H.  Ferguson.  Mr.  Chairman,  may  I  make  another 

statement,  too? 

The  Chairman.  Mr.  Ferguson.  ^^  r^^  .  v.     i        •     .   r^.A^ 

Mr    Ferguson.  I  want  to  say  Mr.  McClatchy  has  just  made 

reference  to  including  in  this,  under  the  90-percent  provision,  houses 

which  were  constructed  since  January  1,  1937,  and  which  are  unsold 

^  The  Chairman.  No,  I  did  not  so  understand  him.        ,    ^    .    .   , 
Mr.  Ferguson.  It  is  going  to  be  proposed  by  us  that  that  be 

^"m^  McClatchy.  If  you  gentlemen  can  be  helpful  in  fact  to  the 
Federal  Housing  Administration— I  have  not  said  this  about  it— 1 
think  that  the  purchaser  of  the  small  home,  if  you  can  have  any 
concession  made  during  the  first  year  in  the  rate  of  guaranty,  I  tlunk 
it  is  very  possible.  There  is  no  risk  durmg  the  first  year  of  construc- 
tion. The  small  home  owner  vdW  get  the  benefit  of  it  because, 
■contrary  to  the  usual  thought  that  there  is  a  fee  of  15  to  20  percent 
profit  I  can  produce  sworn  affidavits  on  houses  sold  at  less  than  $4,000 
or  $5,000,  showing  that  the  profit  is  not  over  $150.     It  is  surprising, 

(The  following  statements  were  submitted  for  consideration  of  the 
committee  and  ordered  to  be  printed  in  the  hearmgs:) 

Statement  re  Proposed  Amendments  to  National  Housing  Act,  Known 
AS  Wagner-Steagall  bill  S-3055  and  H.  R.  ^o^O'  by  A  d^  Fraser, 
President,    Mortgage  Bankers  Association  of  America,  Chicago,   ill. 

PRELUDE 

The  Mortgage  Bankers  Association  of  America  is  in  the  twenty-fifth  year  of  its 
existence  and  has  a  membership  of  486  from  42  States.     This  membership  in- 

^'^'l^^Many  leading  life-insurance  companies  whose  total  mortgage  loan  portfolio 
amount  to  several  billions  of  dollars.     Many  of  these  companies  are  large  buyers 
of  Federal  Housing  Administration  loans. 
2.  Commercial   banks. 

3    Savings  banks  and  trust  companies.  ■     j..l  4.-        „„^ 

4.  Mortlage  bankers  selling  mortgages  to  colleges  and  other  institutions  and 

''' M^anrof  the  members  in  groups  2,  3,  and  4  are  large  purchasers  of  Federal 

''''wt3e\i^''^^^^^^  in  the  bill,  both  as  affecting  lenders  and  borrowers 

While  we  realize  that  the  National  Housing  Act  (Federal  Housing  Administration) 
contairmany  advantageous  features,  we  are  prompted  to  make  suggestions  and 
Recommendations,  which  follow,  regarding  consideration  of  the  proposed  a n  end^ 
ments  by  your  committee.  These  recommendations  are  based  upon  lending 
Sperlnce  on  mortgage  loans  for  a  period  of  many  years,  and  are  made  after 
careful  study  of  the  bill  as  now  in  effect  and  the  proposed  amendments. 
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We  realize  that  the  bill,  as  written,  and  as  proposed  to  be  amended,  was  drawn 
for  the  purpose  of  stimulating  new  construction  and  the  ownership  of  homes, 
and  our  proposals  are  for  the  purpose  of  making  the  plan  more  workable  as  af- 
fecting lenders,  borrowers,  and  the  general  public. 

COMMENTS    AND    RECOMMENDATIONS 

Section  203,  page  3,  line  4,  states: 

"That  on  and  after  July  1,  1939,  no  mortgages  shall  be  eligible  for  insurance 
under  this  title  except  mortgages  that  cover  property  which  is  approved  for  mort- 
gage insurance  prior  to  the  completion  of  the  construction  of  such  property,  or 
covering  property  the  construction  of  which  was  commenced  after  June  27,  1934; 
except  that  this  proviso  shall  not  apply  to  any  mortgage  on  property  which,  at 
any  time,  has  been  covered  by  a  mortgage  insured  by  the  Administrator." 

We  would  suggest  that  the  above  amendment  read  as  follows: 

"That  on  and  after  July  1,  1938  no  mortgages  shall  be  eligible  for  insurance 
under  this  title  except  morggages  that  cover  property  which  is  approved  for  mort- 
gage insurance  prior  to  the  completion  of  the  construction  of  such  property,  or 
covering  property  the  construction  of  which  was  commenced  after  June  27,  1934, 
title  to  which  property  is  now  in  the  name  of  the  original  owner,  except  that  this 
proviso  shall  not  apply  to  any  mortgage  on  property  which,  at  any  time  has  been 
covered  by  a  mortgage  insured  by  the  Administrator." 

We  feel  that  the  Federal  Housing  Administration  should  make  no  more  insured 
mortgages  on  existing  homes  except  on  recent  construction,  as  above  provided. 
Other  refinancing  on  existing  construction  is  only  the  trading  of  dollars,  accom- 
plishing nothing  in  creating  new  construction.  Such  refinancing  raids  the  port- 
folios of  many  lending  institutions  having  mortgage  investments  in  trust  funds, 
the  beneficiaries  under  these  trust  funds  being  dependent  upon  income  from  these 
mortgage  investments.  If  the  mortgages  are  paid  oflF,  there  is  no  opportunity 
under  the  present  low  rates  of  interest  prevailing  for  reinvesting  the  proceeds. 
We  understand  that  of  the  $1,000,000,000  loaned  on  Federal  Housing  Adminis- 
tration mortgages  more  than  one-half  of  this  amount  has  been  loaned  on  existing 
construction.  Furthermore,  it  is  not  well  to  encourage  the  borrower  to  increase 
his  obhgation  on  his  home,  which  he  may  do  in  many  instances  by  refinancing 
under  the  Federal  Housing  Administration.  For  example,  a  man  may  be  able 
comfortably  to  carry  a  $5,000  loan  on  a  $10,000  house  and  should  he  increase  his 
loan  to  $8,000,  which  he  could  do  by  refinancing  under  Federal  Housing  Adminis- 
tration, the  $3,000  might  go  for  luxuries  which  he  could  not  otherwise  afford  and 
which  would  involve  him  in  a  heavier  mortgage  burden  than  he  might  be  able  to 
work  out.  We  think  that  the  Federal  Housing  Administration  should  from  this 
time  on  make  no  loans  on  existing  residences,  except  as  above  suggested. 

In  the  recommendation  of  the  President  of  the  United  States  for  legislation  to 
stimulate  home-building  activity,  he  states: 

"Institutions  making  loans  to  be  insured  by  the  Federal  Housing  Administra- 
tion are  now  permitted  by  regulation  to  make  an  interest  charge  up  to  5  percent 
and  a  service  charge  of  one-half  of  1  percent,  or  a  total  of  5}i  percent  per  annum. 
It  is  proposed  to  reduce  this  to  a  5  percent  net  by  amending  the  administrative 
regulations." 

Under  the  mutual  mortgage  insurance  administrative  rules  on  page  6,  para- 
graph 6,  it  is  provided — 

"The  mortgage  may  require  the  mortgagor  to  pay  to  the  mortgagee  an  annual 
service  charge  at  such  rate  as  may  be  agreed  upon  between  the  mortgagee  and 
the  mortgagor,  but  in  no  case  shall  such  service  charge  exceed  one-half  of  1  per- 
cent per  annum  upon  outstanding  monthly  balances.  Any  such  service  charge 
shall  be  payable  in  monthly  installments." 

At  the  present  time  the  Administrator  may  set  the  rate  from  5  percent  to  6 
percent  as  the  base  rates  for  Federal  Housing  Administration  loans  and  the  rate 
IS  now  established  at  5  percent,  which,  with  the  service  charge,  makes  the  gross 
rate  5%  percent  for  the  investor.  It  has  been  customary  with  many  purchasers 
of  Federal  Housing  Administration  mortgages  to  allow  a  servicing  fee  of  1  per- 
cent to  the  servicing  agent,  thereby  netting  the  investor  4^^  percent.  While  the 
amendment  does  not  provide  for  the  elimination  of  the  service  charge,  we  are 
somewhat  concerned  that  the  President's  recommendation  might  be  adopted  by 
the  Administrator,  and  we  would  call  attention  to  the  disadvantages  that  would 
result  should  the  Administrator  adopt  the  President's  recommendation  and 
eliminate  the  one-half  of  1  percent  service  charge. 

If  the  purchasers  of  Federal  Housing  Administration  mortgages  should  allow  a 
1-percent  service  charge  out  of  a  5-percent  gross  rate,  there  would  be  left  the  net 


of  4-percent  interest  to  ^^oJZ^^y^^:,:,''^^^': I^^^ti^  moTtUg*: 
would  discourage  many  purchasers  ot  ^  ®^®/^i^f\^^^  ^f  ^hom  have  been 

from  buying  them.     Most  hfe^^^^^^^^^^  ^o  set 

heavy  purchasers  of  Federal  ^^^f^^.^^^^'^f'^^t  rate  on  Federal  Housing  Ad- 
aside  a  3/2  percent  reserve,  ^^^^^f .^^.^  P^^^^  percent  for  the  manage- 
ministration  loans  there  would  be  left  on^y  ?^^,^^"  ^'     ^i^  has  been  quite  well 

s^urK^rtU^r^ne''»;^^^^^^ 

'^t^iZ  ':^,iror^'^er.l^X%t^^::^fo''&  the  net  yield  to  the 
investor  over  4  percent.  r^rnvide  for  the  elimination  of  the 

.er^-^e^rrsMvT^^EESS^^^^^^^ 

constructed  homes,  We  doubt  the  w  sdom  «  t*!'^  P/S* ^^  their  investors  in 
Sf^ii"/StlV"e™lXrtru:{t*oVr  a^^^^^^^^^  and  sui>sta„tia.  safe- 
guards  were  provided.  r.c.r-o^r^i  is  entirelv  too  thin.     Should  he  become 

oufo?  e^^X^^»f  l^^^^^^ 
S^'^Jre^fJn.rS^.tS^^^^^ 
l^l!:Air:^Te''S^r'^^^^T^s:Z^'^^L  accu^uttions  and  depre- 

lower  costs      Should  there  be  a  redu^tio^^^^  ^^^^^  „,ade  at  90  percent 

considerable  amount  o:  '^.ecerai  nuuomg  -^       „.-„ih  hrinir  the  value  of  the  prop- 
of  the  value,  that  reduction  in  buildup  costs^ould  bring  the^v^^^^^^  I     ^ 

erties,  upon  which  has  been  "^f^  Federal  Housing  Adm^^^^^^  practically 

?Srpe^cettTf  *tht  vTe^fTsi^Cffin^^bu^  iX  at  T  10  perLnt  lower 

''"iel?^-  (p.  32)  -^se^^o^  ^^^^S^^i^US^  ^^^o^ 
mortgage  associations.    We  are  ot  tne  R®"®^"\^^,':"':  r^rnvided  for  ud  to  $200,000 

for  construction  and  on  completed  buildings     yuaiineareae  a  ^  ^^ 

tration  lenders  have  shown  t^^^^^^^^ 

I^e  t2t(?^,000Tc^  aL^unt  Tu'ttriztd  u';,der  the  act  has  been  loaned. 

On  page  14  in  the  published  rules,  paragraph  7,  *ere  's  a  stipulation  tlmt,^^^ 
the  "waste  mentioned  m  this  section^    etc.  undetermined  factor  with  the 

be  stricken  from  the  rules. 
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Under  the  rules,  page  15,  paragraph  (b),  there  is  also  provided  that  a  certificate 
of  claim  be  given,  reading  in  part  as  follows:  "Sufficient  to  pay  costs  of  fore- 
closure, or  other  such  proceedings,  including  reasonable  attorney's  fees." 

Foreclosure  costs  and  attorneys'  fees  in  most  States  amount  to  approximately 
$300  on  a  $5,000  loan.  It  is  our  belief  that  this  cost  should  be  covered  under  the 
3  percent  debentures  and  not  in  the  form  of  a  certificate  of  claim,  and  we  recom- 
mend that  the  words  on  page  15,  paragraph  (b),  "sufficient  to  pay  costs  of  fore- 
closure, or  other  such  proceedings,  including  reasonable  attorneys'  fees"  be 
stricken  from  the  rules,  and  that  the  rules  on  page  14,  paragraph  7  (a),  be  revised 
to  include  in  the  amount  of  3  percent  debentures,  "cost  of  foreclosure,  or  other 
such  proceedings,  including  reasonable  attorneys'  fees"  be  added. 

We  recommend  that  the  Federal  Housing  Administration  broaden  the  insur- 
ance feature  to  the  extent  of  insuring  the  mortgage  during  construction  to  cover 
amounts  advanced  by  the  mortgagee.  We  feel  that  with  this  added  protection 
Federal  Housing  Administration  lenders  would  be  stimulated  to  lend  on  con- 
struction. 

The  Chicago  Mortgage  Bankers'  Association,  who  are  members  of  the  Mort- 
gage Bankers'  Association  of  America,  have  submitted  to  our  secretary,  in  a 
letter,  their  viewpoints  on  the  proposed  amendments  and  we  submit,  hereto 
attached  for  the  consideration  of  your  committee  and  for  the  record,  this  letter. 

The  Mortgage  Bankers'  Association  of  Chicago  has  a  membership  of  88,  and  this 
membership  represents  an  important  group  of  mortgage  lenders  in  Chicago,  such 
as  large  banks,  trust  companies,  and  mortgage  companies  dealing  in  mortgages 
for  the  investment  of  insurance  companies  and  institutional  and  private  investors. 

Respectfully  submitted. 

Mortgage  Bankers'  Association  of  America, 

ADF-MB.  A.  D.  Fraser,  President. 


Chicago  Mortgage  Bankers'  Association, 
166  West  Jackson  Boulevard,  December  9,  1937. 
Mr,  George  H.  Patterson, 

Secretary-Treasurer  Mortgage  Bankers  Association  of  America, 

Washington,  D,  C. 

Dear  Mr.  Patterson:  The  Chicago  Mortgage  Bankers  Association,  through 
its  various  committees,  has  given  serious  consideration  to  the  proposed  amend- 
ments to  the  National  Housing  Act.  The  viewpoints  hereinafter  set  forth  have 
been  adopted  by  the  executive  committee  of  the  Chicago  Mortgage  Bankers 
Association  and  you  are  hereby  authorized  to  express  and  submit  the  statements 
contained  in  this  letter  to  the  Committees  on  Banking  and  Currency  now  con- 
sidering the  proposed  amendments. 

The  Chicago  Mortgage  Bankers  Association  is  in  sympathy  with  any  sound 
legislation  which  will  tend  to  stimulate  recovery  in  this  country.  It  is  not 
opposed  to  those  phases  of  the  proposed  amendments  which  will  attempt  to 
accomplish  this  purpose;  however,  it  is  the  strong  feeling  of  the  Chicago  Mortgage 
Bankers  Association  that  certain  phases  of  the  proposed  legislation  will  only  super- 
ficially stimulate  the  recovery  of  building  in  this  country  and  will  ultimately 
prove  unsound  and,  in  the  long  run,  will  seriously  impair  recovery. 

The  principal  objections  to  the  proposed  amendments  to  the  Housing  Act  by 
the  Chicago  Mortgage  Bankers  Association  are  the  following: 

1.  (a)  In  many  States,  particularly  in  the  States  of  the  largest  population, 
such  as  New  York  and  Illinois,  the  cost  of  acquisition  of  title  to  property  upon 
foreclosure  is  tremendously  high.  This  is  illustrated  by  a  quotation  from  an 
article  entitled  "Mortgages  and  foreclosures"  appearing  in  the  Federal  Home 
Loan  Bank  Review,  volume  4,  number  2,  page  42,  as  follows: 

"In  Illinois  it  costs  over  $300  to  foreclose  a  $5,000  mortgage  and  takes  over  a 
year  and  a  half.  The  cost  of  the  delay  to  the  mortgagee,  including  interest  on 
the  investment,  accrued  taxes  and  insurance,  and  depreciation,  has  been  fairly 
estimated  as  $2  a  day.  The  total  cost,  then,  is  about  one-fourth  of  the  mortgage. 
It  is  obvious  that  in  this  State  a  lending  institution  which  makes  loans  for  more 
than  65  percent  of  the  appraised  value  of  the  securing  property  has  inadequate 
protection.  It  is  also  obvious  that  a  delinquent  borrower  cannot  be  carried 
when  his  accumulated  taxes,  interest,  insurance,  and  other  carrying  charges  have 
increased  the  total  debt  to  over  three-fourths  of  value  of  the  security." 

In  New  York  the  cost  of  acquisition  of  title  to,  property  upon  foreclosure  is 
only  slightly  less  than  that  in  Illinois.  The  ultimate  cost,  therefore,  to  the 
Government  in  acquiring  titles  to  foreclosed  properties  will  be  excessive  in  a  good 


number  of  States.  It  is  obvious  that  if  the  cost  of  acquisition  of  title  to  defrulted 
properties  is  25  percent  of  the  investment,  as  is  the  experience  of  the  Home  Owners 
Loan  Corporation  in  Illinois,  a  90-percent  loan,  as  proposed  by  the  amendments, 
is  economically  unsound.  This  cost  of  acquisition  in  turn  must  be  made  up  by 
increased  taxation.  Increased  taxation  in  turn  will  seriously  impair  recovery. 
This  is  reallv  a  process  of  "robbing  Peter  to  pay  Paul." 

(b)  Regardless  of  the  high  costs  of  foreclosure  in  any  particular  State,  as  a 
clear  demonstration  of  the  unsoundness  of  mortgage  loans  made  up  to  80  percent 
of  what  is  regarded  as  fair  value  of  the  property,  reference  is  made  to  the  experi- 
ence of  the  Home  Owners'  Loan  Corporation  which  reports  show  has  acquired 
titles  to  houses  throughout  the  United  States  for  the  first  9  months  of  1937  at 
the  rate  of  over  4,000  houses  per  month,  which  figures  do  not  include  over  21,000 
properties  bought  in  bv  Home  Owners'  Loan  Corporation  at  foreclosure  sale  but 
awaiting  expiration  of 'the  redemption  period  before  title  in  absolute  fee  can  be 

obtained.  ^  ^  ,         ,      ,  .     . 

Reference  is  also  respectfullv  made  to  the  large  volume  of  farm  lands  acquired 
by  the  Government  through  its  various  farm  credit  agencies.  It  is  the  honest 
and  strong  feeling  of  the  Chicago  Mortgage  Bankers  Association  that  such  large 
acquisitions  of  urban  and  rural  properties  acquired  and  to  be  acquired  by  the 
Government  or  any  of  its  agencies  is  contrary  to  the  concept  of  our  democratic 
form  of  government. 

2.  Experience  has  taught  lending  institutions  over  the  past  decade  that  owners 
of  multiple  dwellings  will  be  less  zealous  in  protecting  their  investments  in  their 
properties  than  the  owners  of  single  dwellings.  In  most  cases  the  owners  of 
larger  units  are  corporations  designed  to  avoid  personal  liability  on  obligations. 
When  income  of  multiple  dwellings  reaches  the  point  where  it  does  not  pay  oper- 
ating expenses,  taxes,  interest,  and  amortization  of  principal,  the  owners,  whether 
individuals  or  corporations,  will  default  on  their  obligations  and  will  absorb  the 
income  of  the  property  until  such  time  as  the  mortgagee  exercises  his  rights  by 
legal  proceedinffs  to  protect  his  investments.  The  larger  the  investment  of  the 
equity  owner  cf  a  multiple  dwelling,  the  more  likelihood  of  a  mortgage  being 
maintained;  consequently,  it  is  our  opinion  that  if  legislation  is  enacted  liberalizing 
the  present  Federal  Housing  Administration  Act,  the  mortgages  to  be  insured 
under  the  proposed  amendment  on  multiple  dwellings  should  be  reduced  from  80 
percent  to  70  percent  (which  is  nearer  to  a  safe  investment  as  recommended  by 
the  Home  Owners'  Loan  Corporation)  to  be  on  a  sound,  economic  basis. 

3.  Cost  of  present  construction  is  .practically  on  the  level,  if  not  higher,  with 
the  hi^'.hest  peak  of  construction  costs  which  prevailed  during  the  years  1925-29. 
If  mortgages  are  insured  under  the  proposed  amendment,  where  the  amount 
loaned  is  equal  to  90  percent  on  those  properties  under  $6,000  in  the  case  of 
single  dwellings,  and  80  percent  on  those  properties  in  excess  of  $6,000,  any  sub- 
sequent reduction  in  the  cost  of  construction  will  entirely  eliminate  equities  in 
the  properties  on  which  these  mortgages  are  insured.  In  view  of  the  desirability 
of  lower  cost  of  construction  to  stimulate  a  greater  demand  for  dwellings,  as  advo- 
cated by  the  President,  defaults  will  shortly  occur  in  those  cases  where  loans  are 
made  at  the  time  the  costs  of  construction  are  substantially  high. 

4.  As  stated  above  a  90-percent  loan  on  dwellings  under  $6,000  is  a  hazardous 
investment  and  economically  unsound.  If,  however,  it  is  felt  that  such  loans  are 
immediately  necessary  in  order  to  stiaiiilate  coiistr  ^ction,  the  Goyernment,  which 
means  ultimately  the'taxpayer,  should  have  additional  safeguards.  Analogies  for 
these  additional'  safeguards'  can  be  drawn  from  practices  which  prevail  in  Great 
Britain.  In  that  country,  a  practice  has  grown  up  where  persons  other  than  the 
owner  of  the  equity,  who'are  financially  interested  in  the  construction  of  dwellings; 
such  as  building  contractors,  real  estate  developers  or  the  building  supply  dealers, 
or  anv  of  the  persons  immediately  benefiting  from  the  construction  of  a  dwelling, 
take  some  part  of  the  responsibility  for  a  mortgage  loan  by  guaranteeing  to  the 
mortgagee  payment  of  that  portion  of  the  loan  in  excess  of  a  certain  given  per- 
centage. 

From  the  experience  of  the  Home  Owners'  Loan  Corporation  in  Illinois,  it  has 
been  demonstrated  that  any  loan  over  65  percent  of  the  value  of  the  property  is 
economically  unsound.  Assuming  that  a  loan  of  75  percent  of  the  value  of  thef 
property  is  justified— and  the  Chicago  Mortgage  Bankers  Association  feels  that  a 
75-percent  loan  is  exceptionally  liberal — anything  over  and  above  the  75  percent 
should  be  guaranteed  by  other  persons  financially  interested  in  the  construction 
of  a  dwelling.  Also  the  administrator  of  the  act  should  be  satisfied  as  to  the 
responsibility  of  the  guarantors.  Under  this  type  of  arrangement,  the  home 
buyer  would  receive  90-percent  financing  and  the  lending  institution  would  receive 
additional  protection  to  the  extent  of  the  differential. 
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In  conclusion,  we  repeat  that  the  Chicago  Mortgage  Bankers  Association 
approves  anv  action  or  legislation  which  will  faciUtate  new  housing  wherever 
needed  throughout  the  Nation  provided  such  action  or  legislation  is  based  on 
sound  economics  in  order  to  be  of  lasting  benefit  to  the  country. 

Respectfully  submitted.  ^  ^  ^^^^ 

Chairman,  Executive  Committee. 


Statement  of  F.  P.  Sadowski,  President,  Century  Mortgage  Co.,  1523 

Barlum  Tower,  Detroit,  Mich. 

The  general  idea  back  of  the  proposals  to  encourage  construction  and  financing 
of  housing  on  a  large  scale  is  one  of  extraordinary  merit,  and  the  program  deserves 
the  full  support  and  cooperation  of  all  good  Americans.  

Living  conditions  and  general  economic  conditions  will  be  greatly  improved  if 
the  proper  measures  and  precautions  are  taken  in  the  furtherance  of  this  plan, 
and  provided  all  phases  of  the  problems  involved  are  taken  into  consideration. 

I  am  going  to  take  up  various  points  of  the  proposed  plan  which  I  think  should 
be  given  further  thought  and  study,  and  I  am  then  going  to  ofiFer  certain  sugges- 
tions which  I  think  will  meet  with  the  approval  both  of  the  administration  and  of 
those  who  are  at  present  opposed  to  the  new  housing  plan.  . 

After  all,  the  administration  is  not  seeking  to  antagonize  or  discourage  private 
construction  and  financing,  but  rather,  to  encourage  further  activity  in  this 

Tt^ifnot  my  intention  to  go  into  all  of  the  reasons  why  we  should  lend  our  full 
support  and  cooperation  to  anything  which  wih  improve  living  conditions  for  those 
in  the  lower  wage  brackets,  but  instead,  I  will  devote  my  entire  discussion  to  the 
methods  by  which  tliis  can  be  accomplished.  ,       ^   ,  +  „«  ^^.+ 

Naturally,  it  would  be  ideal  if  costs  could  be  reduced,  larger  percentage  mort- 
gages made,  and  financing  charges  reduced,  and  to  this  end  I  have  made  an  exten- 
sive survey  of  the  experience  of  those  who  have  been  actively  engaged  in  the  con- 
struction and  financing  of  homes  under  the  Federal  Housing  Administration 
plan.     I  therefore  offer  for  your  consideration  and  study  my  findings,  as  follows. 

CUT  IN  COST  OF  CONSTRUCTION  NOT  REASONABLE  OR  JUSTIFIED 

Present  material  prices  are  well  in  line,  and  there  is  little  jiistification  for  a 
reduction  of  manufacturers',  wholesalers',  or  retailers'  prices  Take  one  item- 
lumber— as  an  example:  The  mills  cannot  be  expected  to  produce  at  lower  cost, 
for  they  are  not  making  more  than  a  fair  profit  at  the  present  time,  and  they 
cannot  hope  to  cut  wages,  as  the  average  mill  hand  is  today  getting  only  30  cents 
an  liour.  Neither  can  the  wholesalers  or  retailers  be  expected  to  reduce  prices, 
for  their  merchandising  margins  are  within  reasons.  The  biggest  item  which 
goes  to  make  up  the  final  retail  price  is  the  heavy  freight  costs,  but  apparently 
the  recent  rate  increases  and  agitation  on  the  part  of  the  railroads  for  further 
rate  increases  make  reductions  along  these  hues  improbable. 

As  far  as  the  other  elements  in  the  construction  industry  are  concerned,  about 
the  only  possibilitv  for  a  decrease  in  costs  is  through  volume  building  and  by  induc- 
ing a  more  cooperative  attitude  from  labor.  I  am  a  strong  advocate  for  higher 
wages  up  to  certain  justified  limits,  but  certain  labor  elements  have  increased 
labor  rates  and  encouraged  restrictive  practices  to  such  an  extent  that  private 
capital  and  private  industry  is  apprehensive  as  to  what  their  nexv  moves  will  be, 
and  are  therefore  more  cautions  than  they  otherwise  might  be  m  developing  nev. 
projects.  In  the  building  trades,  for  example,  the  unions  are  demanding  absurd 
fates  for  common  labor,  classifying  same  as  ^skilled''  labor.  They  fail  to  take  into 
consideration  that  there  is  very  little  actual  skilled  labor  available  today  in  the 
building  trades,  due  to  the  stagnant  state  of  affairs  in  this  field  oyer  the  past 
several  years.  It  will  take  time  for  the  building  industry  to  again  train  crews,  but 
once  trained  they  will  be  worth  top  rates,  as  the  waste  which  is  created  by  unskilled 
workers  will  be  eliminated  to  a  large  extent  and  the  savings  thus  effected  wU 
naturally  gravitate  into  other  channels.  The  laws  of  supply  and  demand  should 
regulate  wige  rates  for  skilled  labor,  but  I  do  think  there  should  be  a  definite  mini- 
mum rate  for  common  labor.  Let  individual  enterprise  and  ambition  be  the  yard- 
stick bv  which  a  man's  value  to  his  employer  is  measured.  The  unions  shouW 
take  these  factors  into  consideration,  and  should  not  insist  on  top  wages  for  those 
who  are  mere  apprentices. 


The  builders  and  contractors  have  had  no  picnic  m  their  attempts  to  again  es- 
tablish  themselves  in  the  building  industry,  and  the  various  obstacles  which  have 
confronted  them  have  been  more  than  most  of  them  could  bear.  Many  competent 
builders  and  contractors  have  gone  under  during  the  past  year  because  of  the 
fluctuating  wage  and  material  cost  scales.  New  contractors  and  builders  k^p 
coming  into  the  field,  attracted  by  the  apparent  need  for  more  housing  facilities 
and  encouraged  by  the  financing  possibilities  through  80  percent  Federal  Housing 
Administration  mortgages,  but  old  timers  and  newcomers  alike  have  been  equally 
unable  to  cope  with  the  situations  which  have  arisen,  and  those  who  have  been 
able  to  keep  their  heads  above  water  are  fortunate,  indeed. 

The  present  uncertainty  which  has  been  created  by  the  propaganda  concerning 
the  proposed  cut  in  costs  and  financing,  and  the  possibility  of  90  percent  mortgages, 
will  definitely  retard  the  building  industry  until  such  time  as  all  these  matters 
are  worked  out  and  a  final  plan  agreed  upon,  and  I  therefore  urge  that  whatever 
is  to  be  done  be  speedily  accomplished,  so  that  the  present  structure  will  not  be 
further  broken  down. 

WHY   FINANCING    COSTS    CANNOT    BE    DECREASED 

Under  the  present  Federal  Housing  Administration  plan,  a  mortgagee  is  allowed 
to  charge  5-percent  interest  on  the  mortgage,  and  one-half  of  1  percent  per  month 
on  the  declining  balance  for  collection  services,  plus  an  initial  service  charge  ot  l 
percent  (with  a  minflnum  of  $20)  for  making  the  mortgage.  The  mortgagee  also 
collects  one-half  of  1  percent  per  month  on  the  original  principal  amount  ot  the 
mortgage  for  the  Federal  Housing  Administration  insurance  premium. 

The  average  lending  institution  is  satisfied  with  only  4}i  percent  net  return  on 
the  mortgage  itself,  but  one-half  of  1  percent  per  month  on  the  declining  balance 
is  not  sufficient  to  cover  the  cost  of  servicing  mortgages  which  have  an  original 
principal  of  less  than  $5,000.  The  large  insurance  companies,  who  work  through 
correspondents  in  various  localities,  usually  take  only  4/2  percent  net,  and  turn  the 
other  one-half  of  1  percent  back  to  their  loan  correspondent,  which,  together  with 
the  one-half  of  1  percent  which  they  are  allowed  to  charge  for  servicing,  is  then 
sufficient  to  carry  the  overhead  of  the  loan  correspondent  on  collections.  1  he 
RFC  Mortgage  Co.  apparently  recognizes  this  fact,  as  it  refunds  one-half  ot  1 
percent  of  the  5-percent  interest  on  the  mortgage  itself  to  the  mortgagee  from 
whom  the  mortgage  was  purchased,  and  who  is  servicing  such  mortgage. 

I  therefore  propose  that  the  interest  return  remain  at  5  percent,  and  further, 
that  the  initial  service  charge  remain  at  1  percent  but  that  the  minimum  be  placed 
at  $40  instead  of  $20,  as  this  will  encourage  lending  institutions  to  handle  the  lower 
bracket  mortgages.  I  am  told  that  the  overhead  to  process  a  Federal  Housing 
Administration  loan  to  completion  is  all  of  $40.    ,    .   .  ^     ^.  ,     ^.      .    -.„  ^^^ 

Consider  a  case  where  the  Federal  Housing  Administration  valuation  is  3>4,uuu, 
which  under  the  new  90-percent  plan  would  allow  the  mortgagor  to  borrow  up  to 
$2,700.  Under  the  present  rules  and  regulations  the  mortgagee  is  allowed  to 
charge  onlv  1  percent,  or  $27,  whereas  his  cost  of  overhead  for  processing  the  mort- 
gage is  at  least  $40.  At  the  present  time,  the  only  outlet  for  a  mortgage  of  this 
character  is  to  the  RFC  Mortgage  Co.,  which  buys  mortgages  at  99>^,  which  in 
itself  calls  for  an  outlay  of  $13.50,  leaving  only  $13.50  to  defray  all  overhead  to 
process  the  mortgage,  thereby  bringing  about  a  direct  loss  of  $26.50  to  the  mort- 
gagee on  this  type  of  mortgage.  .      ,,         ^     i 

In  setting  the  cost  of  overhead  at  $40  per  case,  I  am  using  the  actual  experience 
of  those  engaged  in  handling  Federal  Housing  Administration  mortgages,  where  a 
large  part  of  the  volume  has  been  directed  to  the  RFC  Mortgage  Co. 

The  cost  of  servicing  a  $2,700  mortgage  is  just  as  great  as  the  cost  of  servicing  a 
$10,000  mortgage— notices  must  be  mailed  out  in  the  one  case  the  same  as  in  the 
other,  and  collectors  must  make  personal  calls  when  necessary.  The  boo^eepmg 
alone  calls  for  seven  entries  each  time  a  payment  is  made,  as  follows:  (1)  Principal 
payment  credited,  (2)  interest  payment  credited,  (3)  amount  for  city  taxes  es- 
crowed, (4)  amount  for  county  and  State  taxes  escrowed,  (5)  Federal  Housing 
Administration  insurance  premium  escrowed,  (6)  fire  and  windstorm  insurance 
payments  escrowed,  and  (7)  the  one-half  of  1  percent  service  charge  credited.  If 
the  mortgage  itself  is  held  by  someone  other  than  the  serviving  agent,  then  it  is 
also  necessary  for  the  servicing  agent  to  make  full  accountings  to  such  assignee  on 
items  collected. 

As  to  a  decrease  in  the  present  Federal  Housing  Administration  insurance  pre- 
mum  of  one-half  of  1  percent  per  month  on  the  original  principal  amount  of  the 
mortgage,  to  one-half  of  1  percent  per  month  on  the  declining  balance,  I  do  not 
believe  this  should  be  done,  as  the  reserve  fund  should  be  substantial  enough  to 
protect  the  mortgage  against  foreclosure  losses. 
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«0-rERCENT  MORTGAGES  MOT  ATTRACTIVF  TO  LARGE  LOANING  INSTITUTIONS  UNLESS 
FEDKR\L  HOUSING  ADMINISTRATION  GUARANTEES  AGA/NST  LOSSES  ON  FORE- 
CLOSURES 

A  90-perceiit  mortgage  is  not  in  line  with  conservative  mortgage  practices,  and 
the  larger  loaning  institutions  backed  hy  private  capital  will  never  be  persuaded 
to  make  90-percent  mortgages  unless  the  Federal  Housing  Administration  protects 
them  against  loss  by  reason  of  foreclosure.  •     •     i 

As  it  now  stands,  a  mortgagee  can  obtain  debentures  for  the  pruicipal  amount 
still  owing  on  a  defaulted  mortgage,  plus  interest  at  the  rate  of  3  percent  from 
the  date  of  commencement  of  foreclosure  to  time  of  conveyance  of  the  property  to 
the  ^dministrat  jr,  plus  taxes  and  fire  and  tornado  insurance  premuims  which  are 
advanced.  However,  the  mortgagee  must  absorb  the  attorney  fees,  cost  of  fore- 
closure, and  interest  for  the  period  not  covered  by  the  debentures,  as  well  as  the 
cost  of  rehabilitation  of  the  property.  If  the  Federal  Housing  Administration 
would  put  a  guarantv  on  the  claim  for  a  period  of  5  years,  which  would  permit 
the  mortgagee  to  set\ip  a  reserve  during  that  period  of  time  to  take  care  of  any 
losses  due  to  foreclosure,  I  think  the  loaning  institutions  would  be  more  kindly  dis- 
posed toward  these  higher  percentage  mortgages.  .  ■  ,  ^ 
Even  on  80-percent  loans  at  the  present  time,  these  institutions  must  pick  and 
choose,  or  they  will  find  themselves  faced  with  heavy  foreclosure  costs,  and  no 
reserve  set  up  to  take  care  of  such  expense.  The  suggestjed  guaranty  by  the 
Government  would  invite  the  banks  and  insurance  companie?.  to  make  mortgages 
to  individuals  in  the  lower-income  bracket. 

The  cost  to  rehabilitate  a  property  might  represent  serious  loss  to  the  mort- 
gagee, and  it  would  be  my  recommendation  that  the  Federal  Housing  Adminis- 
tration clearlv  define,  or  entirely  eliminate,  from  paragraph  7  of  article  VI  in  the 
Federal  Housing  Administration  rules  and  regulations,  the  terms  waste  and 
"subsidence  caused  by  mining  operations",  so  that  mortgagees  might  know  what 
would  be  expected  of  them  in  the  way  of  rehabilitating  properties  before  tendering 
possession  thereof  to  the  Government  in  exchange  for  debentures. 

The  cost  to  rehabilitate  a  dwelling  and  turn  it  over  to  the  Administrator  free 
of  waste,  in  event  of  default,  might  prove  so  exorbitant  that  the  mortgagee  would 
suffer  a  serious  loss  on  foreclosures,  for  the  Federal  Housing  Administration  has 
never  clearly  defined  "waste",  and  the  requirements  in  this  respect  might  be  so 
high  that  the  mortgagee  would  suffer  heavy  losses. 

Even  in  the  case  of  80-percent  mortgages,  loaning  institutions  are  very  partic- 
ular as  to  the  credit  risk  of  the  borrower.  They  are  interested  in  the  permanency 
of  the  borrower's  position,  and  his  ready  assets  such  as  cash  or  cash  surrender  value 
on  insurance  policies,  so  that  in  the  event  of  a  lay-off  of  sickness  he  can  tide  himselt 
over;  and  they  will  go  the  full  80  percent  only  when  entirely  satisfied  on  these 

To  best  illustrate  my  contention  in  this  respect,  I  will  give  you  actual  examples: 
Today,  on  the  80-percent  basis,  an  individual  can  borrow  $2,400  on  an  Federal 
Housing  Administration  valuation  of  $3,000,  which  means  he  must  have  an 
equity  of  20  percent,  or  $600.  After  living  in  the  property  for  6  months,  and  the 
principal  amount  has  been  paid  |down  to  approximately  $2,350,  he  defaults  in  his 
payments,  and  the  mortgagee  must  then  institute  foreclosure  proceedings.  Esti- 
mating the  expense  of  foreclosure  at  approximately  $150,  and  rehabilitation  costs 
at  another  $150,  the  mortgagee  must  make  an  outlay  of  at  least  $300  before  he 
can  secure  debentures  from  the  Administrator  in  exchange  for  the  property. 
During  the  6  months  that  the  mortgagee  has  held  the  mortgage,  he  has  received 
only  the  interest,  which  would  not  be  sufficient  to  absorb  the  costs  of  foreclosure 
Therefore,  to  come  out  without  loss  in  a  case  such  as  this,  the  property  would 
have  to  be  resold  for  at  least  $2,600  or  $2,700. 

Now  let  us  take  the  same  case,  onlv  on  the  basis  of  a  90-percent  mortgage.  On 
the  $3,000  Federal  Housing  Administration  valuation,  an  individual  could  bor- 
row up  to  $2,700,  instead  of  $2,400,  having  an  equity  of  only  10  percent,  or  $300. 
After  living  in  the  property  for  6  months  he  defaults  in  his  payments,  having  paia 
the  principal  down  to  approximately  $2,650.  Considering  foreclosure  expense 
and  the  cost  of  rehabilitation  at  $300,  the  same  as  in  the  previous  instance,  the 
property  would  have  to  be  resold  at  its  original  full  Federal  Housing  Administra- 
tion valuation  plus  a  5  percent  selling  commission,  to  assure  the  mortgagee  of  no 
loss.  While  this  might  be  possible  during  a  rising  market,  provision  must  be  made 
for  the  lean  years  when  values  may  drop  considerably. 


The  large  loaning  institutions  are  not  going  to  look  with  favor  on  90  percent 
mortgages  unless  they  can  be  assured  of  protection  against  loss  during  at  least  the 
first  5  years  of  the  life  of  the  mortgage. 

ENABLING   LEGISLATION  SHOULD  BE  ENACTED  TO  REDUCE   PERIOD   OF    REDEMPTION 

IN    VARIOUS    STATES 

At  the  present  time  the  period  of  redemption  on  foreclosures  is  a  year  in  some 
States.  If  90  percent  mortgages  are  granted  in  these  States,  there  is  too  much 
temptation  to  the  borrowers  to  obtain  such  a  mortgage  with  the  deliberate  inten- 
tion of  taking  advantage  of  the  present  foreclosure  laws,  figuring  that  a  10  percent 
equity  would  be  considerably  less  than  the  amount  they  would  pay  out  for  rent 
during  the  15  or  18  months  it  would  take  for  foreclosure. 

MARKET    MUST    BE    PROVIDED    FOR    LOWER    BRACKET    MORTGAGES 

Before  going  into  an  expansive  housing  program  and  encouraging  the  public 
to  believe  that  there  will  be  no  difficulty  in  obtaining  90  percent  Federal  Housing 
Administration  insured  mortgages,  I  think  Congress  should  authorize  the  Recon- 
struction Finance  Corporation  Mortgage  Co.  to  encourage  in  every  way  possible 
national  mortgage  associations.  Instead  of  limiting  the  capital  stock  to  $1,000,- 
000,  I  think  this  minimum  should  be  cut  to  $500,000,  with  the  Reconstruction 
Finance  Corporation  matching  4  for  1  in  preferred  stock,  rather  than  2  for  1. 
Thfs  would  encourage  private  capital  to  go  into  the  national  mortgage  association 

venture.  .,  ,  ,    .  -x 

To  date  there  has  not  been  a  sufficient  volume  of  mortgages  available  to  permit 
a  national  association  to  do  a  profitable  business,  but  since  90  percent  mortgages 
are  to  be  encouraged  by  the  Government,  there  will  be  a  tremendous  increase  in  the 
number  of  mortgages  available. 

Unless  it  were  profitable  for  a  national  mortgage  association  to  enter  into  this 
field  of  endeavor,  you  will  find  opposition  in  this  direction,  because  a  national 
mortgage  association  buying  mortgages  at  par  or  over  will  not  be  able  to  sell 
debentures  for  more  than  3H  percent,  and  the  difference  of  1^  percent  between 
the  5  percent  interest  collected  on  such  mortgages  and  this  3^2  percent  return 
on  debentures  would  not  represent  too  great  a  profit  to  such  mortgage  company. 
In  summation  I  would  recommend  that  the  following  be  done: 

1.  The  Federal  Housing  Administration  insurance  premium  be  allowed  to 
remain  as  it  is  todav,  i.  e.,  one-half  of  1  percent  per  month  on  the  original  principal 
amount  of  the  mortgage  for  the  life  of  the  mortgage,  which  will  build  up  sufficient 
reserve  to  take  care  of  all  Governmental  guarantees  of  Federal  Housing  Admin- 
istration insured  mortgages.  .     .  v 

2.  Amend  the  Federal  Housing  Administration  rules  and  regulations  to  the 
extent  that  the  mortgagee  will  be  able  to  obtain  debentures  from  the  Adminis- 
trator in  exchange  for  the  property  in  event  of  foreclosure  not  only  for  the  paid- 
down  principal  amount  of  the  mortgage  but  for  an  additional  $100  to  cover  fore- 
closure costs;  and  accept  the  property  in  an  as-is  condition  if  foreclosure  pro- 
ceedings are  commenced  within  the  first  5  years  of  the  life  of  the  mortgage. 

3.  Leave  the  interest  rate  at  5  percent,  rather  than  reduce  it  to  A}^  percent. 

4.  Leave  the  initial  service  fee  of  the  mortgagee  at  1  percent,  with  a  minimum 
of  $40  instead  of  $20. 

5.  Take  into  consideration  the  necessity  of  enacting  enabling  legislation  which 
will  reduce  period  of  redemption  in  States  which  now  have  a  1-year  redemption 
period. 

6.  Arrange  a  definite  outlet  for  90-percent  mortgages. 

7.  Refrain  from  making  the  burden  on  builders  and  building  trades  any  heavier 
than  it  is  today. 

Statement  Submitted  on  Behalf  of  Queens-Nassau  Home  Builders  League, 

Inc.,  Jamaica,  N.  Y. 

As  representatives  of  a  group  of  the  largest  home  builders  in  the  United  States 
and,  at  the  same  time,  builders  of  the  greatest  number  of  homes  under  the  Federal 
Housing  Administration,  we  strongly  urge  that  the  proposed  amendments  to  the 
Federal  Housing  Administration  bill,  limiting  the  10  percent  down  payment  only 
to  those  homes  appraised  up  to  $6,000,  be  revised  as  follows: 

1.  Ten  percent  down  payment  on  homes  E^ppraised  up  to  $6,000. 

2.  On  homes  appraised  up  to  $10,000,  10  percent  on  the  first  $6,000  of  the 
valuation  and  15  percent  on  amounts  in  excess. 
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part  of  our  population)  embrace  a  large  potential  market  for  the  buyers  ot  nomes 

'''we^h^vrfounTthrough  actual  contact  with  builders,  that  a  large  number  of 
the^  S  buyereCe  shown  themselves  in  the  market  within  the  past  year 
ind  woSd  form  a  substantial  part  of  the  home-buying  pubhc  if  they  could  pur- 
chase with  a  down  payment  based  upon  the  above  recommendations. 

TYPES  OF  BXJTBR8 

This  market  is  comprised  of  men  in  the  $3,000  to  $5,000  wage-earning  class 
whV^kHu  others,  found  themselves  at  the  end  of  the  depression  in  a  financiaUy 
lirained  concUtion  As  a  matter  of  fact,  their  straitened  circumstances  were  even 
more  Dronounced  than  those  of  the  lower  wage  earning  group  because  of  the  high 
XdrrnUvTng  to  which  they  were  accustomed  and,  in  a  measure,  had  Uy  con- 

'"AUhough^^^^  owners  have  been  able  to  extricate  themselves 

from  the  Iffects  of  the  depression,  they  have  not,  for  the  most  part,  been  able  to 
Lccum^atren^h  mon^^  to  comfortably  invest  20  percent  in  a  down  payment 
nS  nome  It  is  unreasonable,  therefore,  to  expect  these  prospective  purchasers 
to  invXas  a  down  pfvment  on  a  home,  proportionately  twice  as  much  as  the 

^Th^ll^sS'L*^^^^^^^^  ?hJ^i^nalamendments  falls  witWn  the  category 
nf^clas^TeStlon'' since  it  operates  only  to  the  advantage  of  the  buyer  in  the 
iLer^Xck^,  without  consideration  for  the  home  buyer  m  the  somewhat 

^tee^^r'om^'af  ^^^^^  considerations,  it  is  a  mistake  to  practically  keep  out  of 
th~ket  Thfs  faSly  man  in  the  $3,000  to  $5,000  salary  range  since  he  needs 
Ind  wantfa  hime- h^^^  an  excellent  credit  risk  because  of  his  high  earmng  power 
and  rsabihtvTven  in  times  of  depression  to  fit  himself  into  an  earning  position 
evi^fifl^o^nrof  decreased  income;  and  further,  statistics  prove  that  this  man 
k  a  most  stable  and  reUable  factor  in  the  life  of  an^  «omr^^*y-  . 
Why  exclude  him  from  the  present  market?     It  is  unfair. 

FINER  HOMES 

This  limit  of  $6,000  would  immediately  discourage  ^e^mlding  of  Bner  homes 
rne^e^X-t^'J^d^t  tK^O^ri^Se^^^^^^^^ 

effect  thev  Will  be  tonements  built  horizontally  rather  than  vertically.  Ths  will 
hP  a  farewell  to  the  aesthetic  noto  which  has  been  rapidly  gaming  a  hold  in  the 
h^me^Sng  field  rSsupplyin?  for  growing  children  than  finer  environment 
which  tends  to  make  better  citizens. 

VARIED  COSTS 

Owinir  to  the  various  climatic  conditions  in  the  United  States,  it  is  obvious  that 
theTtandards  of  construction  must  vary  as  these  chmatic  conditions  varj^.  For 
i^tf nee  in  the  colder  regions  of  the  United  States,  houses  must  be  bmlt  to  include 
v^^buL  ceK  hLting,  insulation,  wind  bracing,  and  other  weather-and  storm- 
vestiDuies,  *'*'i^*^"'/.rf;*  5'  xu_  -anffo  of  elements  that  are  experienced.     These 

^Hten  arearsuchTs  ours,  are  considerably  higher  than  in  rural  areas;  ordinances 
?^H  W^r^ws  reauire  heavier  pavements,  sewer  systems,  and  more  exact  grading, 
aSd  wages  in  aXrounTtL  areas  are  much  higher  than  in  other 

sections.  ,  therefore  that  these  factors  which  tend  to  create  such  a 

^V^^'^affon  ^^thTcost  S  a^^  one  section  of  the  country  and 

fnofhe?make^t  S^^^^^^  $6,SSS^home  in  a  certain  section  of  the  country  to 

mee\  sucTs^nd^S^  would  necessitate  the  expenditure  of  several  thousand 
dollars  more  in  a  section  of  the  country  such  as  ours. 
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As  experienced  builders,  having  daily  contact  with  the  home-building  public,  we 

feel  that  the  down-payment  plan  as  outUned  above  is  absolutely  necessary  to  the 

complete  success  of  the  new  Federal  Housing  Administration  amendments  and 

strongly  urge  their  adoption. 

Respectfully  submitted.  „         «  t  t  ,^ 

Queens-Nassau  Home  Builders  League,  Inc., 

A.  B.  WoLOSOPF,  President. 


Resolution  Adopted  on  November  17,  1937,  at  the  Annual  Conference 
OF  THE  United  States  Conference  op  Mayors,  Washington,  u.  L/. 

Whereas  under  the  present  law  establishing  the  Federal  Housing  Administra- 
tion that  agency  is  empowered  to  insure  construction  loans  up  to  80  percent  ot 

the  value  involved;  and  ,  ^        .  v  •  * 

Whereas  there  is  now  under  consideration  a  proposal  to  raise  such  insurance  to 

90  percent  of  the  value  involved;  Therefore  be  it  j  .     , 

Resolved,  That  the  United  States  Conference  of  Mayors  go  on  record  in  favor 

of  this  larger  stimulation  to  private  home  building. 


Increasing  the  Effectiveness  of  Federal  Leadership  in  Housing 

my  Richard  A.  Staderman,  of  New  York,  N.  Y.,  and  Washington,  D.  C,  president  and  editor  of  the  Demo- 
^cmtic  National  Re^^^^^  chairman  of  the  board  of  governors  of  the  American  Good  Government 

Society;  economic  adviser  to  certain  Members  of  Congress,  and  so  forth) 

Mr.  Chairman  and  members  of  the  Banking  and  Currency  Committee,  millions 

of  Americans  want  to  buy  homes.  .^  ui    ^         •  i 

How  to  arrange  to  get  the  person  and  the  home  together  under  suitable  financial 
arrangements  is  the  reason  for  the  hearings  you  are  now  holding. 

Millions  of  Americans  could  buy  these  homes  if  it  were  not  for  the  size  of  the 
down  payment,  as  President  Roosevelt  has  pointed  out.  . 

Yet  even  a  down  payment  reduced  to  10  percent  of  the  principal  amount  is 
beyond  the  reach  of  many  who  could  very  well  manage  to  pay  off  a  home  at  so- 
much  a  month.  .  •    •    x  u 

To  accumulate  $500  or  $600  surplus  to  make  a  down  payment  is  ]ust  as  much 
a  practical  impossibility  for  them  as  to  acquire  $1,000  or  $1,200  as  required  under 
present  conditions. 

It  would  be  quite  a  different  story  if  we  could  say  to  these  folks:  As  long  as 
you  are  the  right  sort  of  persons  of  good  character  and  proven  ability  and  willmg- 
ness  to  pay  bills  when  due,  we'll  take  a  chance  on  you  and  let  you  acquire  your 
home  on  a  basis  of  a  small  down  payment  and  subsequent  installments  not  much 
more  than  what  you  would  pay  as  rent."  x    r      i    i 

As  a  practical  matter,  persons  could  afford  to  make  a  down  payment  of  only  1 
percent  and,  say,  1  percent  a  month  in  installments,  and  still  be  good  credits 
risks  on  the  average.  Part  of  the  1  percent  could  go  for  paying  off  the  principle, 
and  part  go  for  such  items  as  insurance,  taxes,  and  such. 

Thus  $30  down  and  $30  a  month  should  be  able  to  adequately  pay  off  a  $3,000 
home  or  $50  down  and  $50  a  month  to  take  care  of  a  $5,000  one. 

These  are  amounts  which  the  average  man  can  manage,  whereas  a  down  pay- 
ment of  $500  would  be  just  as  astronomical  and  difficult  as  one  of  $1,000,000— at 

least,  in  millions  of  cases.  . 

If  we  really  want  to  get  on  a  sound  basis  of  housing  promotion,  we  must  get 
to  those  whose  income  levels  are  near  the  bottom.  We  must  enable  even  those 
on  relief  to  have  hopes  of  getting  their  own  home  as  soon  as  they  can  get  a  regular 

In  helping  those  at  the  bottom  of  the  income  scale,  we  incidently  tap  the  largest 
market  of  mass  purchasing  power.  But  in  order  to  mobilize  that  purchasing 
power  we  must  clear  away  the  obstacles  of  impossible  down  payments  as  well  as 
of  dwellings  overpriced  for  the  buyer's  ability.  . 

We  have  already  had  nice  homes  constructed  under  the  Federal  Housing  Ad- 
ministration for  less  than  $3,000  complete.  Costs  must  be  reduced  still  further, 
and  with,  say,  a  1-percent  down  payment,  there  will  be  no  obstacles  for  respon- 
sible persons.     For  rented  apartments  cost  reduction  is  also  in  order,  having  in 
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mind  such  a  goal  as  the  Kilsyth  development  in  Scotland,  where  with  the  aid  of 
Government  subsidy  a  five -room  aparatment  in  a  new  structure  can  be  rented 
for  the  unbelievable  sums  of  $5  or  $6  a  month  in  our  money. 


House  of  Representatives, 
Washington,  D.  C,  December  7,  1937. 
Hon.  Henry  B.  Steagall, 

My  Dear  Colleague:  I  should  appreciate  it  if  you  will  include  the  attached 
statement  bv  Richard  A.  Staderman  in  the  present  hearings,  in  which  he  takes 
up  what  I  believe  is  one  of  the  most  fundamental  pomts  in  the  entire  matter  of 
the  success  of  the  objectives  of  the  bill. 
With  kind  regards,  I  am, 

Verv  sincerelv  yourp,  ^        .       ^    t^ 

Charles  G.  Btnderup. 


Statement  ox  Behalf  of  Shareholders  in  Building  and  Loan  Associations 
IN  THE  State  of  New  Jersey,  by  Theron  McCampbell,  of  Holmdel, 
Monmouth  County,  N.  J.,  Concerning  Congressional  Plans  for  Stimu- 
lating THE  Home  Building  Industry 

Hon.  Henry  B.  Steagall  and 

Members  of  the  Committee  on  Banking  and  Currency. 

Gentlemen:  At  the  peak  of  their  prosperity  the  building  and  loan  associations 
of  New  Jersev  had  book  assets  of  $1,185,000,000,  represented  by  15,874,000 
shares  held  bV  1,219,000  persons,  of  which  270,000  were  borrowing  members. 
These  figures  have  been  deflated  since  1929  by  about  50  percent  and  for  the  same 
reason,  largelv,  that  the  home-building  industry  in  the  State  of  New  Jersey  has 
been  deflated' to  a  mere  shadow  of  its  peak  prosperity.  There  are  over  500,000 
separate  homes  in  the  State  of  New  Jersey  today,  many  of  which  are  in  need  of 

repairs  and  modernization.  xj^i.j4.4.       e 

The  Federal  Government  cannot  be  blamed  for  the  present  deflated  state  ot 

the  building  and  loan  associations  or  for  the  present  low  state  of  the  hoijie-building 

industrv  in  New  Jersey.  •     j  ,      •       xi  •     i    ^  +v,« 

Nothing  that  the  Federal  Government  has  done  is  delaying  the  revival  of  the 

building  industrv.  ,  ,         ,      .  i  i.u    i. 

The  blame  for  the  depression  in  the  building  and  loan  business  and  the  home- 
building  industry  rests  squarely  upon  the  State,  county,  and  municipal  govern- 
ments of  New  Jersey.  ,       .  -.   i  •    xi.    r  t 

Bv  capital  levies  upon  visible  capital  only— that  is,  upon  capital  in  the  form  ot 
homes  and  other  improvements— the  governments  m  the  State  of  New  Jersey 
have  crucified  the  building  industry.  ..  ,  ^     .u    x^        t  +      «  ii««*^.o 

Not  until  this  strangle  hold  on  visible  capital  by  the  New  Jersey  tax  collectors 
is  broken  bv  Federal  action  can  there  be  a  revival  of  prosperity  for  the  home- 
building  and  building  and  loan  business  of  New  Jersey  xu    i  „i 

It  was  not  the  panic  of  1929  or  the  gold  standard  or  the  labor  unions  or  the  lack 
of  farm  profits  which  sunk  the  building  industry  8  years  ago  in  New  Jersey 

Instead  it  was  the  gradual  lifting  of  the  yearly  local  tax  rate  on  visible  capital— 
that  is,  capital  in  the  form  of  homes  and  other  improvements— from  1  percent 
on  a  50-pereent  valuation  as  before  the  war,  to  the  present  rate  of  near  5  percent 
a  year  on  inflated  assessments.  .       .    4.  i  n  ^  +u« 

Capital  levies,  under  the  guise  of  the  general  property  tax,  is  what  killed  the 
building  industrv  of  New  Jersey,  and  nothing  under  heaven  that  the  federal 
Government  can  do,  along  the  plans  before  you,  can  rescue  or  revive  the  building 
industrv  in  New  Jersev  until  after  the  Federal  Government  has  persuaded  our 
State,  countv,  and  municipal  governments  to  abandon  taxing  the  principle  ot 
visible  capital,  as  they  long  since  abandoned  the  taxing  of  the  principle  of  invisible 

*^^Contrarv  to  the  constitutional  law  in  New  Jersey,  the  owner  of  invisible  property 
in  the  form  of  cash,  stocks,  bonds,  or  mortgages  in  not  taxed,  either  on  principle 
or  income  of  his  invisible  property.  However,  if  the  same  amount  of  case  ot 
invisible  capital  is  used  in  building  a  home  it  is  taxed  at  near  ^  percent  a  year^ 
If  the  owner  of  $10,000  of  invisible  or  cash  capital  invests  it  in  a  $20,000  building 
carrying  one-half  on  mortgage  the  owner  must  pay  about  o-percent  tax  on  $20,000, 
if  the  building  is  in  Monmouth  County.  Is  it  any  wonder  that  the  building  indus- 
try is  in  a  state  of  depression? 


New  Jersey  does  not  need  Federal  money  or  credit  in  order  to  restore  the  building 
industry  to  a  prosperous  state.  There  is  an  abundance  of  invisible  capital  in 
NeSv  Jersey  ready  to  be  converted  into  visible  capital  in  the  form  of  homes  and 
improvements  as  soon  as  the  local  taxes  are  either  removed  entirely,  as  in  Sidney, 
Australia,  or  limited  to  1  percent  on  an  honest  valuation,  as  in  the  State  of  Ohio. 

The  Federal  Government  can  accomplish  the  desired  results,  which  will  start 
a  never-ending  home-building  boom  in  the  State  of  New  Jersey,  in  one  of  two 
ways: 

First,  by  adopting  the  long-advocated  plan  of  the  tax  authorities  of  Columbia 
University,  which  calls  for  the  Federal  Government  collecting  all  income,  inherit- 
ance, corporation,  and  sales  taxes  and  prorating  one-half  of  such  taxes  to  the  States 
for  the  support  of  public  education  and  eleemosynary  institutions,  provided  no 
form  of  government  within  the  State  levies  a  tax  on  visible  capital  in  any  form — 
that  is,  on  homes,  buildings,  and  all  other  forms  of  improvements  on  land — which 
is  the  modern  practice  and  notably  successful  in  Sidney,  Australia,  and  other 
municipalities  throughout  the  world. 

The  second  plan  by  which  the  Federal  Government  can  induce  governments 
in  the  State  of  New  Jersey  to  untax  visible  capital  in  the  form  of  homes  and  im- 
provements is  to  put  in  all  contracts  that  no  tax  lien  or  local  mortgage  can  run 
ahead  of  the  claim  of  the  Federal  Government  or  any  institution  set  up  by  the 
Federal  Government  for  the  purpose  of  encouraging  the  building  industry  in  the 
StAte  of  New  Jersey. 

The  cost  of  building  homes  in  New  Jersey,  due  to  labor  costs,  may  be  left  to> 
competition.  Now  there  are  a  number  of  workmen  idle  for  every  job  available 
under  which  condition  the  Jaw  of  supply  and  demand  will  regulate  wages.  The 
first  impulses  in  the  revival  of  the  building  industry  in  New  Jersey  will  start  in 
suburbs  and  small  towns  where  local  help  is  now  reasonable.  Then  there  is  an 
immense  drift  of  labor  from  the  farms  into  the  towns  which  labor  is  qualified  to 
engage  in  home  construction.  The  costs  of  building  in  New  Jersey  will  adjust 
themselves  once  the  industry  can  be  launched,  on  a  sound  basis  which  awaits 
the  removal  of  local  taxes  on  visible  capital  or  the  untaxing  of  homes  and  other 
improvements  made  on  land  by  labor  and  ca'pital. 

Theron  McCampbell. 

Washington,  D.  C,  December  2,  1937. 


Statement  of  Mr.  B.  G.  Orlove,  Jr. 

Mr.  Chairman  and  gentlemen  of  the  committee,  my  name  is  B.  G.  Orlove,  Jr.^ 
of  New  York  City.  I  am  a  property  owner  and  greatly  interested  in  the  financial 
aspects  of  low-rent  housing. 

To  create  a  large-scale  low  rent  building  program  amounting  to  billions  of 
dollars,  for  the  doub;le  purpose  of: 

1.  The  creation  of  decent  dwellings  for  low  income  groups,  and, 

2.  The  material  improvement  of  the  national  economy.  This  will  be  brought 
about  by  the  increased  velocity  of  money,  by  the  employment  of  labor  directly, 
and  by  large-scale  expenditures  for  building  materials,  resulting  in  indirect  em- 
ployment of  labor. 

A  plan  is  hereby  proposed  whereby  millions  of  rooms  can  be  built  to  be  rented 
between  $6  and  $7  per  room  per  month,  without  the  necessity  of  Federal  grants, 
without  the  necessity  of  Federal  or  other  subsidies,  and  without  the  necessity 
of  municipal  real-estate  tax  exemptions.  As  a  matter  of  fact  the  revenues  de- 
rived by  municipalities  through  real  estate  tax  levies  will  be  increased  by  10 
percent,  so  that  the  municipalities  will  be  enabled  to  reduce  their  tax  rates  by 
10  percent  for  the  benefit  of  all  present  property  owners. 

The  crux  of  the  plan  is  to  authorize  the  creation  of  a  specially  chartered  bank, 
under  the  National  Banking  Act,  with  a  paid  in  capital  and  surplus  of  $500,000,000. 
Fifty  million  dollars  are  to  be  subscribed  in  the  form  of  common  stock,  by  private 
interests,  and  $450,000,000  are  to  be  subscribed  in  the  form  of  preferred  stock  by 
the  Reconstruction  Finance  Corporation.  (This  is  for  the  purpose  of  avoiding^ 
objection  that  the  Federal  Government  is  entering  the  banking  business  in  com- 
petition with  existing  banking  interests.  It  is  suggested  that  an  outstandings 
banker,  possessing  national  reputation  and  enjojing  the  confidenee  of  financial 
interests,  head  the  new  bank.)  The  bank  is  to  be  a  member  bank  of  the  Federal 
Reserve  System.  With  a  $500,000,000  capitalization,  it  would  be  the  largest 
bank  in  the  country. 
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The  functions  of  this  banlc  are  to  be  d'«;^f "»  f^Xns^o*prh-at1td1lid^^^^^^ 
It  is  not  to  be  permitted  to  a«<^ept  J»«P°?  *%°' *''**°i,Sito  ^^  other  govern- 
or corporations.     It  may  accept  deposits  from  "P»^'«^  „ther  banlcs.    AU 

mental  units  or  agencies.     It  also  may  ^"^oned  hi  its  special  charter, 
powers  and  restrictions  to  be  «Pf «f„^*">  S* uto''     The  funds  so  advanced  are 

The  bank  may  lend  money  on'yJ^„?^"'"/'P*''*'^^^^^  purpose  than  to  build  low- 
^tV^es'^^'  *n'o  \:r.Z:^SS&or^'^^rl  %o  loan  may  carry  an 
Imortr^ation  rate  of  less  t^- ^K^erc^J!    P-  -»"-;^  ,,  ^..^ute  and  pledge  a 

As  security  for  a  loan  the  """'"?*,'{* ^^y^j  "jso  have  to  issue  its  bond  and 
first  mortgage  against  the  Property  J*  '^^""j^^f^e  to  execute  a  rental  assign- 
mortgage  for  the  amount  of  the  'oan- a"°  "°',lr.'7    ♦  i  assignment  is  to  become 

SentVr  the  benefit  of  the  "ort«%^«« ''\"''„eP,'^^^^^^^^  for  more 

effective  if  an  interest  or  amortoationpaym^^^^^^  ^^^^^^  ^^^l^^lf  of 

than  15  days.     The  interest  on  the  nio'W  Jo*"  ^^  „{  ^his  character  can 

1  percent  per  annum.     Later  it  will  be  sj^""  °  "'"^   without  losses, 
lend  money  at  this  rate  of  •"tf^tamuniciSitvmly  borrow  up  to  100  percent 
By  issuing  its  bond  and  •"O^g'^ge  a  "mmicipa^^^^^  ^  municipality  a  greater 

°'J^Hrthtn"'inS'o"fthI'^set"aiue  of  the  municipality  under  any  cir- 

:^Xln!lVt:L^,  ?l^i\et'nS  I^^eTneTfT/Kst  of  construction 
The  value  of  improved  real  estate  is  "°t  g^'Jl^"™  ^y  find  a  tenant  at  a  fixed 
but  rather  by  the  important  qpe^tXilnt  t«  Da?XSg  the  life  of  its  mortgage 
rental.  If  this  rental  >"«o"f '«  ™®"  rt„1ncfuding  uf  upkeep,  taxes  interest, 
loan  all  running  expenses  »( J*^^  P;,°P*/*='' e^^^^^^  is  created,  provided  the  amor- 
and  amortization  then  a  solid  mortgage^secun^s  ^^.  ^^         ^^^^„„  „,  the 

tization  payments  are  made  at  a  rate  more  my 

building.  ,         „      .    ., ,.  „  ,,ii,„  the  Emoire  State)  at  a  cost  for  example 

For  example,  if  an  office  ^uiUin^  (hke  the  J!.mpir^^^      mortgage  loan  of  only 

of  $30,000,000  were  ^\^''ftZt^,!tiont^Mb^Tyery  bad  mortgage  security, 
33H  percent  of  the  cost  of  construction  J\o"'°^*=  "  j  l6cated  at  Times  Square, 

rni,'!rvvrary;>a»^ajs^^^ 

^.^^^^^^P^^^^a^.  for  low-rent  housing. 

Jp^^r."i.?s£on*^^^ 

ties  Shall  be  forced  to  limit  the  [.«^**,^«,f ^^P*"^^^^  should  be  restricted. 

s-i^TX^w-it^'-rcr^^^^^^^^  ^'"'" "-  ^-"""^"^  *° 

occupran'apartment  in  a  low-rent  housing  P-oject.  ^^^^         ^^^^^  j^ 

As  will  be  shown  l^fer   a  rental  charge  from  J  .^^  ^^  insurance 

Surveys  prepared  by  and  for  the  yo^^  ""^     of  rooms  at  low  rentals.     The 
SttllislrvaCffl^^^^^^^^^^ 

'^"^rbanf S^recdve  f r'om  the  bo;rowing  municipality  its  bond  and  mortgage 
for  the  money  loaned.  ohlication  of  the  municipality,  could  offer  this 

co?a\trX'^hJF?dS'ms?ryK  the  district  where  the  municipality  is 

^°rhf  ^XtrrX^o^'o^rd^Th^FSrserve  Bank  is  prime  security  because 
each  dollar  is  backed  up  ^y—  ,  .  ,    .^  j    ^leaT,  will  at  all  times  be  fully 

oc^iUd'S\"r»whTch%C?rfii:^--  including  interest  and  amort.za- 

tion  charges.  ,  ^„„:«;r»alitv  who  owns  the  property. 

II  i'The  l^s^mrnf  oT  thf  Olember  bank,  which  has  a  fully  paid- 
in  capital  and  surplus  of  *500,000;000.  collateral  (if  need  be)  to  the 

The  Federal  Reserve  ^fn^  can  in  turn  delwer  .^  ^^^^  ^^^  ^^^  approval 

Federal  Reserve  agent  of  the  MeralRe^rveB^  ^^^^^^  ^^^^^^  ^^^^^  ^^^  ^^ 

Sle%rrhapy^S^eSl'rA'2-ve  bank  Federal  Reserve  notes. 
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The  interest  on  such  loans  to  be  charged  by  the  Federal  Reserve  Board  to  the 
Federal  Reserve  banks,  and  in  turn  by  the  Federal  Reserve  banks  to  the  new 
national  bank,  is  to  be  the  average  interest  rate  prevailing  for  the  last  3  years, 
for  Federal  Reserve  funds. 

In  the  charge  of  $6  to  $7  per  room  per  month  rental  is  an  item  of  $2.29  included, 
which  latter  sum  is  to  take  care  of  the  municipal  real-estate  tax.  (The  figure  of 
$2.29  monthly  is  taken  according  to  the  tax  rate  prevailing  in  New  York  City, 
which  amounts  to  $2.75  and  also  assuming  the  cost  of  construction  at  $1,000 
per  room.) 

In  the  event  of  a  default  of  an  interest  or  amortization  payment  by  the  property, 
the  mortgagee  bank  would  have  the  right,  by  agreement,"  to  enter  the  premises 
and  to  collect  the  rentals  directly. 

Because  the  municipality  is  the  owner  of  the  property  and  executed  its  bond  and 
mortgage  for  the  loan,  the  bank's  agent,  in  the  event  of  a  default,  would  first  retain 
the  rentals  collected,  to  liquidate  his  claims,  before  paying  over  to  the  municipal- 
ity the  real  estate  tax.  In  other  words,  the  following  result  is  accomplished. 
Even  though  the  National  Housing  Bank  loaned  100  percent  of  the  cost  of  the 
structure,  the  risk  is  not  as  great,  because  although  the  property  will  be  easily 
rented  on  a  $6  to  $7  per  room  per  month  basis,  the  actual  risk  of  the  National 
bank  is  less  the  municipal  real  estate  tax.  Because  in  the  event  of  a  default  of  an 
interest  or  amortization  payment,  all  the  agent  would  require  to  cover  all  claims, 
after  paying  the  running  expenses,  like  repairs,  help,  coal,  light,  insurance,  etc., 
would  be  at  the  rate  of  $3.71  per  room  per  month  if  the  rentals  were  originally 
calculated  on  a  $6  per  room  per  month  basis,  and  $4.71  per  room  per  month  if  the 
original  calculation  was  based  on  a  $7  per  room  basis,  because  the  municipal 
real-estate  tax  claim  of  the  municipality  amounting  to  $2.29  per  room  per  month, 
is  automatically  inferior  to  the  first  mortgage,  because  t,he  tax  claimant  is  the 
owner  of  the  property  involved  and  is  the  debtor  on  the  bond  and  mortgage. 
The  actual  requirements  for  interest  and  amortization  under  this  plan  per  $1,000 
room  would  amount  to  $2.14  per  room  per  month. 

It  is  important  to  note,  that  for  each  dollar  expended  on  low-cost  housing,  under 
a  system  of  60-year  mortgages,  based  on  a  3^^-percent  annual  interest  rate,  the 
money  paid  out  in  the  form  of  interest  would  amount  to  more  than  the  original 
costs.  If  a  $10,000,000,000  low-cost  housing  program  should  be  effected  under 
the  3H-percent  mortgage  interest  system  a  larger  sum  than  $10,000,000,000 
eventually  would  have  been  paid  out  in  interest  alone.  For  the  purpose  of  dis- 
cussion here  it  is  of  minor  consequence  whether  the  billions  of  dollars  to  be  paid 
out  in  the  form  of  mortgage  interest  (if  the  3K-percent  annual  rate  is  adhered  to 
during  the  life  of  the  buildings)  whether  the  interest  is  paid  by  the  Federal  Gov- 
ernment through  subsidies  (which  again  means  that  the  general  tax-paying  public 
would  have  to  shell  out)  or  by  the  tenants.  But  it  is  generally  agreed  that  if  an 
interest  charge  of  3H  percent  for  first  mortgage  money  is  included  in  the  rental 
calculation,  the  rents  are  brought  up  to  such  a  high  level,  that  the  masses  of  low 
income  groups  simply  could  not  pay  the  required  rents.  If  $10,000,000,000 
worth  of  low-rent  houses  should  be  built  in  the  next  few  years,  the  interest  charge 
of  S}i  percent  would  amount  to  $350,000,000  annuallv.  Such  a  subsidy  for  60 
years  is  quite  a  heavy  and  unnecessary  burden  on  the  general  taxpayers.  If 
this  plan  proposed  here  to  finance  the  low-rent  projects  would  be  adopted,  the 
assessment  rolls  of  the  municipalities  would  be  increased  by  billions  of  dollars 
the  real-estate  tax  collections  of  the  municipalities  would  be  increased  by  hundreds 
of  millions  of  dollars  annually,  and  the  municipalities  could  reduce  their  tax 
rates  on  account  of  these  additional  revenues,  all  propertv  owners  would  benefit 
through  tax  reductions. 

Credit  ratings  of  municipalities  in  relation  to  limits  of  amounts  possible  to 
borrow  from  National  Housing  Bank  for  low-rent  projects. 

A  municipality  may  issue  its  bond  and  mortgage  up  to  10  percent  of  its  assessed 
valuation,  provided  an  amount  not  exceeding  50  percent  of  its  annual  real  estate 
tax  levy  is  carried  on  its  books  as  uncollected  taxes,  if  an  amount  from  51  to  60 
percent  is  earned  as  tax  arrearage  the  limit  for  low-rent  project  financing  would 
be  7  percent  of  the  assessed  valuation,  an  arrearage  of  61  to  70  percent  would  limit 
It  to  5  percent,  71  to  80  percent  the  limit  should  be  2}^  percent,  81  to  95  percent 
would  limit  It  to  1  percent  of  the  assessed  valuation.  Tax  defaults  exceeding 
9b  percent  would  make  the  municipality  ineligible  to  finance  through  this  plan 
Its  low-rent  requirements.  All  taxes  coUected,  whether  final,  under  protest,  or 
conditionally  paid;  for  the  purpose  of  calculating  the  credit  rating  of  the  munici- 
pality, all  such  collections  are  to  be  considered  as  taxes  collected. 
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Jacksonville,  Fla.,  November  29,  1937. 


Congressman  Steagall,      „.    .  .     .        ^k  r 

House  Office  Building,  Washington,  D.  C.  ftnthusiastic 

Realtors  and  home  builders  assembled  ^^T  f^ofX^  W n^^^^^ 
about  the  President's  message.    We  hope  tha^^^^^^  ^^^^^^^^ 

will  be  approved  by  Congress.   J^f  ,f J^'^'^^^^'J^^^^  tenants.    Financing 

a\^?  ravt^rA^^eSre^n"  ''C  ^V^^f^'^y  df  anything 
you  suggest  to  be  of  '--t-^^,^^^^^  Assoor.TioK  op  Rbal  Ebt.t.  Boards. 

Herbert  U.  Nelson,  Bzec.  Vice  Preaxdenl. 
(Whereupon,  at  1:20  p.  m.,  the  hearings  were  closed.) 
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